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Treatment of Sinking Funds 
By CuHares S. Lupiam, C. P.A. 


A sinking fund is usually a fund instituted and invested in 
such a manner that its gradual accumulations will enable it to 
meet and wipe out a debt at maturity, and it may be said that all 
sinking funds, even where they do not relate to the discharge of 
debt obligations, are based in principle on the proposition of 
gradual provision and accumulation. Of the many sinking funds 
instituted and operated in this country perhaps it would not 
be a far cry to say that the most important are those of the 
large life insurance companies, usually measured by the item of 
“insurance reserves” on the liability side of their balance sheets, 
to the extent of which investments shown on the asset side 
are in reality sinking funds created for the liquidation of the 
obligations of the companies upon the maturity of their policies. 

While to the student of insurance the theories on which in- 
surance premiums are assessed and the correlated sinking funds 
to meet maturing policies are built up are of great interest, the 
subject is of too technical a nature to be dealt with in the scope 
of this paper. Broadly speaking the company (if a life com- 
pany) on a basis of the life expectancy of its policy holder, 
according to which it determines the amount to be received in 
premiums, seeks to so invest its premiums as to meet the obliga- 
tion at maturity and to provide for its running expenses and 
profits. As illustrating in non-technical language the principles 
to be considered the following may be interesting: 

If a man invests $100 at the rate of 5% per annum he should 
receive as interest or dividend $5 each year. If he puts this 
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money aside he will have $200 at the end of twenty years. If, 
however, at the end of the first year he receives his interest of 
$5 and invests it immediately his interest at the end of the second 
year would be $5.25, and if that also was invested at once his 
invested capital at the end of the second year would be $110.25. 
If he continues this process he will have $265.33 at the end of 
twenty years. If he received his interest twice each year and 
similarly invested it at once he would have $268.51 at the end of 
twenty years. If he received his interest four times a year 
and invested it at once he would have $270.15 at the end of 
twenty years; if he received his interest one hundred times a 
year and could invest it at once he would have $271.76; if he 
received his interest every second and invested it at once he 
would have $271.828. If the interest could be conceived as be- 
ing received infinitely often, and instantly invested, we would 
arrive at a sum representing the investment at the end of twenty 
years which cannot be expressed exactly in figures no matter to 
how many decimals we carry it, but which would run: $271.- 
8281828, etc., which with the decimal point thrown forward two 
places mathematicians designate by the Greek letter epsilon. Of 
course in actual practice the matter cannot be carried to such a fine 
point, but due consideration has to be given to the amount of the 
obligation to be met at the expiration of an expected time and to 
the rates at which the premiums received can be safely and 
promptly invested. If the rate at which money can be safely in- 
vested falls below the 5% used in this illustration theoretically 
the premium rate would be adjusted accordingly ; but in practice 
companies allow a margin wide enough in this respect to enable 
them to maintain uniform premium rates. It may be mentioned 
in passing that the principal difference between these insurance 
companies and the insurance feature of many so-called mutual 
benefit associations consists in the fact that the former are 
operated on the sinking fund basis and the latter are not. 

But aside from the matter of insurance sinking funds there 
is, perhaps, a still broader field opened for discussion in the 
many conditions existing and the opinions expressed regarding 
the sinking fund mortgage which, when it is of large amount, 
is usually issued to the public in fractional parts, generally of 
the denomination of $1,000 each, called bonds. The sinking 
fund bond is of infinite variety. Nearly every man (or corpora- 
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tion) issuing an obligation that he expects or hopes to be able to 
liquidate gradually has ideas as to just how such liquidation 
should be provided for in the terms of the mortgage. The 
banker called on to sell the bond also always has his ideas as to 
how the sinking fund provisions should be elaborated or “deco- 
rated,” so that the highest price may be realized for the security 
and the rate of interest which he has to offer. And then the 
lawyer who draws the “deed of trust!” Was there ever a law- 
yer who didn’t have his own ideas as to corporate financing 
and who didn’t as a rule succeed in incorporating some of those 
ideas into every legal document drawn by him? Hence, as stated, 
there are many varieties of “sinking fund” bonds; but, speaking 
generally it may be said that a mortgage on property with sink- 
ing fund provisions is security given for a debt under conditions 
which obligate the mortgagor to gradually reduce or provide for 
the specific indebtedness covered by the sinking fund mortgage, 
by making partial payments thereon or on account thereof from 
time to time prior to the final maturity of the entire obligation. 

It will thus be seen that a sinking fund for retiring mortgage 
bonds, while having the same main purpose as a sinking fund 
of an insurance company, (the extinguishment of a debt), dif- 
fers therefrom in that in the former case partial payments can 
be made from time to time by the purchase or call of the bonds; 
whereas in the latter case provision has to be made for the full 
amount of the obligation maturing at an expected date, and 
accordingly in the former case the matter of investment of in- 
terest accretions becomes comparatively of less importance. The 
mortgage usually provides for these payments to be made to a 
third party designated as the sinking fund trustee and who 
may be said to act in that capacity as the joint agent of the 
mortgagor and the mortgagee. The sinking fund trustee may or 
may not be the general trustee of the mortgage, although gen- 
erally one party is selected to act in both capacities. 

The man who buys a lot for $1,000, paying $10 down and 
entering into a contract to pay $10 a month, together with in- 
terest, on the unpaid balance for the ensuing ninety-nine months, 
has adopted the primitive features of the modern sinking fund 
mortgage, save for one more or less minor detail, namely, a 
trustee to collect the installments and pay them to the 
mortgagee ; and even in such a case there may be a trustee, but, 
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the transaction being small and the mortgagee available, 
the mortgagor usually makes the payments of $10 a month, and 
interest, direct to the mortgagee instead of through the inter- 
mediary of a trustee. Where the mortgage is of large amount 
and is split up into many parts (bonds) held by many individuals 
it is impossible or impracticable, for many reasons, for the mort- 
gagor to pay such installments direct to the mortgagee, (the bond 
owners), and it is equally impossible or impracticable for the 
mortgagee to collect such installments, hence the introduction 
of the trustee to handle or invest the installments as the mutual 
joint agent of the mortgagor and the mortgagee. 

To the sinking fund trustee, under a sinking fund mortgage, 
the mortgagor from time to time, as may be provided by the 
terms of the mortgage, makes his partial payments, and the 
payments so received are usually applied by the trustee, under 
the provision of the mortgage, in one of three ways: (1) Invested 
in such income-producing securities as the mortgage provisions 
may permit, and permitted to accumulate until the date on which 
the entire obligation becomes due, when the funds are used for 
the purpose for which created; or, (2) and more frequently, to 
buy in the open market bonds of the mortgagor of the issue for 
which the trustee is acting, at a price not in excess of a fixed 
maximum provided by the terms of the mortgage; or (3) to buy 
direct from the owners bonds of the mortgagor, of the issue 
referred to, at a fixed price. Under the last mentioned condi- 
tions the specific bonds to be purchased are usually determined 
by drawing or by lot. The bonds so purchased may be cancelled 
or may be held in the sinking fund and continue to draw in- 
terest until the final cancellation of the entire debt according to 
the terms of the mortgage. 

The accounting requirements of the trustee are simple, his 
transactions being of a cash nature. Eliminating the question 
of the expenses incurred by the trustee, which in turn are 
usually re-collectible from the mortgagor, and also the question 
of the trustee’s fees for services, (also usually paid by the mort- 
gagor), a trustee’s accounts are practically those of a banker with 
a depositor. The mortgagor’s account, or the “sinking fund 
account,” is credited with deposits (installment payments made 
by the mortgagor under the terms of the mortgage) and interest 
collected, and debited with securities purchased, including bonds 
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of the mortgagor redeemed. It is appreciated that income 
accruing from funds and investments in the trustee’s hands 
might, with propriety and a high regard for accounting technic- 
alities, be taken into his accounts as it accrues, but as a matter 
of fact this is seldom done, and it is not really important as 
there is no question of principle involved in this instance. Sub- 
sidiary records should be kept by the trustee showing in detail 
(bond numbers, descriptions, etc.) the securities held in the 
trust, including bonds of the mortgagor purchased and held 
uncancelled in the sinking fund and also bonds of the mortgagor 
redeemed and cancelled. The trustee must of course know that 
payments made by the mortgagor comply with the provisions of 
the mortgage, but this is more a matter of administration than 
of accounting. 

The accounting requirements of the mortgagor are more vol- 
uminous than are those of the trustee, but these will be found’ 
almost equally simple if the following features are kept in mind: 

1—The trustee of the sinking fund; from the point of view 
now before us, is in effect merely the agent of the mortgagor. 

2—Any expense incurred by the trustee under the trust is 
an expense of the mortgagor. 

3—Any payment made by the mortgagor to the trustee, under 
the provisions of the mortgage, applicable to the retirement of 
the debt of the mortgagor, is merely a transfer by the mortgagor 
from one depositary to another depositary. 

4—Any investment made by the trustee of the funds in his 
hands is an investment of the mortgagor. 

5—Any income accruing on funds or securities in the hands 
of the trustee, under the trust, is income of the mortgagor, and 
should be taken into the accounts of the mortgagor as it ac- 
crues. 


6—Any bonds of the mortgagor, redeemed and cancelled 
through the operations of the trustee, reduce the indebtedness 
of the mortgagor by the amount of the par value thereof. 

7—Any bonds of this issue of the mortgagor purchased by 
the trustee and held as investments of the sinking fund, (al- 
though for purposes of ledger record, any bonds so held may be 
carried in a separate account and not charged directly against 
the liability account until the bonds are cancelled), reduce the 


169 








| 
: 
i } 





The Journal of Accountancy 


outstanding indebtedness of the mortgagor by the amount of the 
par value thereof. 

8—Any premium paid by the trustee in the purchase of bonds 
of the mortgagor for redemption is an expense or loss of the 
mortgagor. 

g—Any discount below par at which the trustee may buy 
bonds of the mortgagor for redemption is a gain or profit to the 
mortgagor. 

It is appreciated that some of our legal friends will claim 
that bonds of a mortgagor, of the issue covered by a sinking fund 
purchased by the sinking fund trustee and not retired and can- 
celed, will not reduce the obligation of the mortgagor and that 
such bonds should be treated as a part of the sinking fund and 
shown on the balance sheet of a corporation as an asset, and 
that contra thereto the full amount of the bonds, both outstand- 
ing and in the sinking fund, should be shown as a liability. It 
is admitted that there are some legal reasons for this, the chief 
of which is perhaps the question of the legal practice in regard 
to the burden of proof, but it seems to me that questions of this 
nature would arise only in cases of receivership or liquidation 
and would have to be dealt with only under court orders, con- 
sequently they would not apply to the ordinary accounting of a 
going concern. 

Further, while accountants must be mindful of any and 
all legal obligations and of any legal situation affecting the ac- 
counts of clients, it will be apparent at once to anyone who gives 
the matter thought that as an actual fact an individual cannot owe 
money to himself. It would not be logical in its final premise for 
an individual to undertake to swell both his assets and liabilities 
by issuing notes to himself, and consequently it is illogical for an 
individual to show on the one hand as an asset bonds of his own 
issue which are held by his own trustee for his account, and on 
the other side of his balance sheet as a liability the identical 
obligations. 

Now, if the nine premises previously mentioned are the 
salient features of a sinking fund operated through a trustee, it 
would appear that payments thereto on account of principal made 
by the mortgagor have no effect on the income of the mortgagor ; 
nevertheless, a few years ago an industrial company was the 
subject of considerable criticism for the reason that its report 
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did not show as charges against the income of the company the 
payments which it was obliged to make to a sinking fund under 
the provisions of a deed of trust securing its first-mortgage bonds. 

As illustrating the different points of view which may be held 
as to what effect sinking fund requirements and transactions have 
on the operation of a company it is interesting to outline and 
analyze these criticisms. It should be said that the company 
referred to had some long-term notes outstanding which were 
of course subordinate in lien to the mortgage. The final results of 
the company’s operations showed a deficit after charging against 
its income the interest on both bonds and notes outstanding. It 
was claimed that not only the sinking fund should be deducted 
from the income of the company but that such deduction should 
be made prior to charging against the income the interest on the 
notes, on the ground that such an arrangement of the income ac- 
count would show that the bonds, both as to interest and sinking 
fund, were amply protected although the interest on the notes 
was not being earned. The arguments advanced were: t 

(1) That according to the terms of the mortgage the bonds ih 
had a prior lien on the property and income, and that default 
such as the non-payment of interest, sinking fund, etc., might 
bring about the foreclosure and sale of the property, in which 
case the proceeds would be applied to the bonds before taking care 
of the notes. 

(2) That the mortgage antedated the creation of the inden- 
ture under which the notes were issued—the notes therefore 
necessarily recognized the prior obligations of the company. 

(3) That in some previous years the company had clearly 
established the priority of the sinking fund requirements by meet- 
ing the same although it had deferred payment of the interest on 
the notes. 

(4) That it was not sufficient to assert that there was no 
obligation to pay the sinking fund from income, because the 
position of the company practically required that it be paid 
from income; also, that it might be urged with equal force that 
there was no necessity of paying interest on the notes from 
income inasmuch as the indenture did not specifically include 
such provision. 

None of the foregoing positions seems to me to be well 
taken. A bond is in effect merely a secured note or bill payable, , 


171 





se 2 i Ran ap aS eerie nee 








The Journal of Accountancy 


the payment of which is usually fixed for some time in the 
future. The payment of a loan, whether it be thirty days 
or thirty years after date, has no relation to the operating 
or income results of the property so far as the principal of the 
loan is concerned. In order, however, that the points raised in 
the criticism referred to may be considered categorically, let 
us assume: 

First: That the bonds referred to are dated January 1, 1900, 
and are due January I, 1935. 

Second: That the mortgage securing these bonds provides 
for the gradual liquidation or increased protection of the obliga- 
tion by annual payments to a sinking fund beginning January I, 
1905, and that the trustee is authorized to use such sinking fund 
in purchasing the bonds at a price not exceeding $1,100 per 
bond and accrued interest; or, in the absence of ability to so 
purchase, to invest the sinking fund in securities pending the 
ultimate liquidation of the debt under the terms and conditions 
of the indenture. 

Third: That subject to the various terms and conditions the 
trustee is to hold all the money investments comprising the sink- 
ing fund in trust for the benefit of the mortgagor, its successors 
or assigns. 

Based on the foregoing premises, two things at once be- 
come apparent: 

(a) The payments made to the sinking fund trustee are: 

(1) For the purpose of advancing the liquidation of the 
company’s debt by purchasing its bonds (secured notes) at not 
exceeding a certain price; or, 

(2) In case they cannot be purchased, to add to the security 
underlying the mortgage by the acquisition of desirable invest- 
ment securities which would be ‘subject to the lien of the mort- 
gage. 

(b) That the trustee of the sinking fund, from the view- 
point of the mortgagor, is merely the agent of the company 
appointed for the protection of its bondholders to pay off cer- 
tain of its liabilities or to invest certain of its funds. 

Therefore, if and when the payments to the trustee are used 
by him for the retirement of bonds, the amount of the bonds 
so retired properly is chargeable to the account on the com- 
pany’s books representing such debt; if and when the money 
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paid to the trustee is invested by him in other securities, the com- 
pany through its agent, the trustee, has made an investment 
(that is to say, in either case the cash in the company’s treasury 
was reduced by the amount of the payment made to the trustee 
and the cash in the hands of the trustee temporarily corre- 
spondingly increased), then the cash in the hands of the trustee 
was reduced and at the same time the company’s debt reduced 
or its investments increased. It is apparent that a change 
in certain of the company’s assets or liabilities, viz., a decrease in 
its cash and a corresponding decrease in its bonded debt or in- 
crease in its investments, would not at all affect the statement as 
to income of the period in which such a transfer happened to be 
made, much less to the extent of the transfer so made. 

There was no provision in the mortgage referred to that the 
principal of the bonds should be paid out of the income of the 
company, and it is evident that no such idea was entertained by 
the directors and stockholders of the company who authorized 
the mortgage, for the reason that the mortgage was a lien on the 
property itself and not on its income; that is, it was intended 
that the property itself should secure the bonds and not the 
income from the property, as the income was not in any way 
“tied up” or mortgaged and the property was so “tied up” or 
mortgaged until the bonds were all paid off. There was noth- 
ing in the trust indenture for instance that would prohibit the 
company from issuing income bonds. 


There is no doubt that if the company were in liquidation 
the holders of the first mortgage bonds would have a prior 
claim on the assets, but this point has no relation to the question 
of how the payment of the outstanding liabilities of a going con- 
cern should be handled in its accounts. It might as well be 
claimed that the interest on the bonds should be deducted direct 
from the gross earnings in the company’s income statement and 
prior to the deduction of the operating expenses as that the sink- 
ing fund requirements should be deducted prior to the interest 
on the outstanding notes, inasmuch as the mortgage obligations 
were incurred prior to that of the operating expenses, as well as 
prior to the note interest. In other words it is not a question of 
where such a charge should be shown in the income account but 
rather whether or not it should be shown at all. 


The fact that in previous years the company paid its sink- 
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ing fund requirements when it deferred interest on its notes 
seems to have no relation to the question. Whether the com- 
pany pays one creditor and defers payment to another creditor 
would not affect its income account. It must be understood that 
there is a difference between the incurring and the payment of a 
liability for an expense. Interest on the notes referred to 
was charged properly against the income account of the com- 
pany as it accrued, and the mere question of whether an accrued 
expense was paid or was not paid would not affect its position 
in the income account. 

The suggestion that owing to the financial condition of the 
company it was practically necessary that its sinking fund re- 
quirements be paid from income, and that it might be urged with 
equal force that there was no necessity for paying the interest 
on the notes from income inasmuch as the indenture did not 
specifically include such a provision, is interesting; but, without 
regard to the question of whether or not the company had any 
resources other than its earning capacity from which to pay its 
obligations, its income account for any year would not be af- 
fected by the use of its income for the payment of its debts; that 
is to say its income account should reflect the result of its 
operations unaffected by any realizations or liquidations in re- 
spect of its capital accounts other than losses or gains there- 
from. The payments to the sinking fund, required under the 
provisions of the first mortgage deed of trust could with entire 
propriety be made from money borrowed by the company, and 
indeed in actual practice these are frequently so made. But in 
any event it must certainly be appreciated that there is a great 
difference between interest accruing on an outstanding obliga- 
tion and the payment of the obligation itself. One is an income, 
the other a capital account. 

Such sinking fund payments are in effect merely payments 
on secured note obligations, but if under any circumstances they 
could be considered as proper charges against the income ac- 
count then payments made of any other notes must by the 
same reasoning be proper charges against the income account; 
and accordingly, looking at the other side of the account, any 
receipts from notes issued must be proper credits to the income 
account. In other words, to any one who so reasons the idea 
of an income statement must be that of a statement of cash 
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receipts and disbursements rather than a statement of earnings 
accrued and expenses incurred. 

Under the rules of the Public Service commission of New 
York the company referred to was required to provide for the 
depreciation of its property by monthly charges against its 
income account, and the amounts represented by these charges 
were in turn credited to proper reserves and so carried in the 
accounts of the company. The company would undoubtedly 
have had a right to use any of the resources represented 
by these reserves, and not required from year to year, in re- 
placing its property, in meeting its sinking fund payments, or 
to use any other funds available. 

As a believer in publicity and in full information being given 
to the public as to the financial conditions and requirements of 
all companies, as well as their operating results, I am in favor of 
appending to the income statement of any company under 
obligation to make periodical payments to a sinking fund 
the amount of such requirements during the period covered by 
the income statement in order that those interested may have 
a means of knowing, in a general way, what the fixed require- 
ments of the company are as compared with its operating re- 
sources for meeting such requirements. While a statement 
of the operating results is one thing and a statement of its 
financial condition or requirements another, and although refer- 
ences from one statement to the other statement may with 
advantage be presented by the accountant, he should never lose 
sight of the actual conditions and reasons which would deter- 
mine the classification of any specific item in the proper one 
of these two statements. 


It has been suggested that in the case of some sinking fund 
bonds, particularly those of coal companies, the sinking fund 
provisions are intended to provide for the depreciation of the 
property and, in that sense, to become a charge against the income 
account. There is no one who believes more sincerely than I 
in proper charges being made against the operations of any 
company for depreciation in its property or other asset accounts 
which may accrue from period to period; but the questions of 
sinking fund payments for the retirement of debt obligations and 
of provisions for depreciation have no more relation in ‘principle 
one to the other than the payment of any other liability has to 
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maintenance charges. Sinking funds created solely to provide 
means of restoring waste or wasting capital would of course pre- 
sent an entirely different accounting question from that presented 
by sinking funds created for the liquidation of debt obligations. 

Municipal obligations in the shape of bonds are issued as 
a rule with sinking fund provisions under which it is expected 
that the obligations will be ultimately retired. These sinking 
fund payments are made or provided for by a specific item of 
assessment included in the general tax levy. In municipal 
statements the taxes assessed or the taxes collected, including 
the special item for sinking fund purposes, are generally treated 
as revenues or income, and as a contra account there is usually 
included in these statements a corresponding charge covering the 
sinking fund disbursements. The principles underlying pay- 
ment of debt obligations through the medium of partial pay- 
ments are not, however, in any way affected by the fact that the 
debt is owed by a municipality instead of by an individual or a 
corporation. 
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Accounts for Fraternal Beneficiary Societies* 


By F. M. Speakman, C. P.A. 


In presenting a general outline of an accounting system for 
fraternal beneficiary societies I will assume the case of a society 
which employs agents for the upbuilding of its local lodges with 
life insurance as the principal business of the society. In a well 
organized society of this kind there would be main departments, 
as follows: 


Agency or field department. 
Policy or certificate department. 
Medical department. 
Accounting department. 

Claim department. 

Investment department. 
Actuarial department. 


The first question that presents itself is the handling of the 
applications for membership received from the agents, which ap- 
plications are first presented to the medical department for in- 
vestigation as to the physical fitness of the applicant, a record of 
approvals and rejections being maintained by the medical de- 
partment. In the case of a number of societies, however, these 
data are compiled by the actuarial department, likewise records 
pertaining to the causes of death and disability. The agents are 
employed on a basis of a fixed sum per application, salary, com- 
mission, and in some cases a combination of all three. The 
agency or field department maintains records showing the dif- 
ferent contracts held by each agent and the compensation allowed. 

For the purpose of keeping track of the business and earn- 
ings of each agent two books are suggested, preferably loose-leaf, 
the first book being what might be termed a blotter, in which 
a page is alloted to each agent with notation as to his contract 
provisos. The application, upon its receipt from the medical 
department, in event of the application being approved, is given 
a number, said number corresponding with the number of the 
policy or certificate that is issued. The rejected application 
should likewise be given a number and be entered on the blotter 
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under the agent’s account, in red ink, or by other method to 
readily distinguish it from the applications which have been 
approved. This blotter should be ruled to show information as 
follows : 


Date approved or rejected. 

Name. 

Location. 

Lodge number. 

Policy or certificate number. 

Date issued. 

Age. 

Amount. 

Premium rate. 

Columns for application fees charged and paid. 
A number of columns for entering commissions as they accrue. 


This record will then give a complete list of the applications 
received from each agent with all the information in reference 
to each application that is necessary in handling the agent’s ac- 
count satisfactorily. Further, this record is totaled monthly and 
carried to the agent’s ledger account, which should likewise be 
in loose-leaf form, and should contain information somewhat as 
follows : 


Date. 

Number of applications. 

Amount of insurance. 

Gross commission. 

Loss by lapses. 

Commissions earned. 

Charges against commission. 

Probable credit. 

Application fees—debt and credit columns. 

Several columns for cash paid and for miscellaneous items. 

For payments made by the applicant, there would be an entry made in 
the blotter and the date of its receipt. 


We will assume that the contract of this particular agent 
provides for the payment of commission of 50 per cent of the 
first year’s payments. The total commission that would be due 
under the contract would be computed and credited in the 
agent’s ledger account under the head of “gross commissions.” 
The agent’s interest in the premiums paid would be credited in 
the agent’s ledger in the column headed “commissions earned.” 
The column headed “loss by lapses” would contain that portion 
of the agent’s commission which had been previously credited in 
the gross commission column, with all hope of its actual accrual 
to the credit of the agent lost by reason of the lapse. Any pay- 
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ments made to the agent would be charged under an appropriate 
heading, whether for salary, advance, commission or expenses, 
and any portion of those payments which were a charge against 
the accruing commission of the agent would be entered in the 
column headed “charges against commissions.” The column 
“over-draft” would represent the excess of charges over actual 
commissions earned. The item “probable credit” or, as we might 
term it, “possible future earnings,” would be the premiums from 
the applicant due in the future and in which the agent has an in- 
terest. 

This method permits the management to see at any time the 
amount of business being produced by the agent, the proportion 
of rejected applications, the solidity of the business secured, the 
earning power of the agent under his contract; and to keep in 
accessible form the overdrafts made by the agent and the possible 
future credits to protect such overdrafts or excess payments 
above commissions actually accrued—in fact it gives instant in- 
formation as to the desirability of keeping any particular agent 
on the pay-roll. 

One feature of fraternal organizations is that the premiums 
are usually paid monthly, the collections being made by a duly 
authorized officer of the local lodge who keeps records showing 
the payments received from each member and who furnishes the 
home office with a report for each period, showing the collections 
made and remitting therewith the amount of such collections. 
This means that any system of members’ accounts must first 
take into consideration a group of members comprising the local 
lodge. A system best adapted to this is that of cards con- 
taining the name of each member and all necessary facts in 
relation to the policy or certificate held by him. With the mem- 
bership cards for each lodge there would be what is termed a 
base card, which would be headed by months and would be 
ruled to provide entries for about four years, a record of the 
receipts from the particular lodge being kept on such base card. 
The monthly report received from the officer of the local lodge 
may be in two forms—a form containing a complete list of the 
names of the members paying, with divisions for listing those 
who lapsed, died, transferred to other lodges, or were reinstated 
during the particular period. 


Another form of report is known as a base report. This 
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report would commence with the total premiums due from that 
lodge the previous period and show as additions or deductions 
the changes in membership that occurred during the month or 
period. With the use of a card system in the home office the 
report requiring a complete list of names of the individual mem- 
bers each month is preferable for reasons that will doubtless 
appear obvious. In a card system of this kind the individual 
card of the member is not marked in any way, except when a 
change occurs. At the end of the month the card files would 
contain a record of the policies that were in force, or those that 
had lapsed, died, etc. having been removed from the file when 
verifying the reports of the local lodge and proper notation placed 
on each card; so that any given policy or certificate is known to 
be in force by reason of its being in what might be termed the 
“live file’ and the absence of notations thereon as to !apses, etc. 


There has been so much said and so many ably written articles 
upon the advisability of a card system for the keeping of the 
membership records that it is hardly worth while to go further 
into this phase of the system. In practically all of the leading 
societies the card system, in so far as the membership or lodge 
records are concerned, is used. The cards constituting the 
lodge record do not, however, enable one to readily obtain there- 
from the statistical information required, even though they do 
simplify the work of the accounting department; this for the 
reason that it is not convenient or desirable to even temporarily 
destroy the arrangement of these cards. 


In speaking of statistical information I might state that these 
data would be handled perhaps in their entirety by the actuarial 
department. To secure the information in a well regulated office, 
and this applies to all societies, whether their membership be 
numbered in the hundreds or thousands, a system of cards inde- 
pendent and apart from the regular card system or book-record 
used for local lodges should be maintained. These cards should 
contain all the information in regard to a particular certificate, 
the essential information being somewhat as follows: 


Number of certificate. 


Kind. 

Date of birth. 

Date of admission. 

Age at date of admission. 
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Rate or amount of payment, whether monthly, quarterly, semi-an- 
nually or annually. 

Space for the recording of terminations either by death or lapse. 

Any other information that may be desirable for statistical purposes. 

These cards are written at the time the policy or certificate is 
issued, or when the membership card is made out, or when the 
member’s name is placed upon the lodge record. These cards, 
as they are written, are retained by the policy or certificate de- 
partment until the end of the month or any other convenient 
closing period and are then sorted and a record made of the 
number of issues, amount, etc., grouped as to states. These 
figures are then added to the record at the close of the preceding 
month and the cards filed numerically in a permanent file, the 
permanent file being divided as to kinds or forms of policies 
issued. During the month the reports containing information 
as to lapses, revivals, etc., as received from the local lodges, are 
verified. Those reports which show a fluctuation in member- 
ship are taken and the cards corresponding to those fluctuations 
are removed from the permanent file to a separate division, the 
results being tabulated at each closing period, as in the case of 
new issues. 

This so far will give a complete current membership record 
showing the amount of insurance in force, the number of policies, 
the number of issues, amount of issues, number of deaths, amount 
of claims, number of lapses and the amount thereof, all classified 
as to states. The permanent file of policies in force is arranged 
as to kinds of policies and the divisions are arranged numerically 
in accordance with the policy numbers. The cards will like- 
wise be in chronological order, guide cards being inserted for 
the business of each year, the lapses and deaths being arranged 
in practically the same manner. In the larger offices subsidiary 
records should be kept showing a classification of certificates by 
kind of certificate and also by year and age at entry; for ex- 
ample: 

We have determined from our record the number of certifi- 
cates and the amount of insurance issued during a particular 
year for each kind of certificate. A sheet is made up and this 
particular form of certificate indexed according to year and age 
at date of issue. We will suppose that during a given year there 
were isued 1,000 certificates at age 27, with protection or in- 
surance represented by these certificates aggregating $1,000,000. 
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We have then as a base for the future the above data, from 
which the terminations would be deducted as they occur, the re- 
mainder representing the number of certificates and amount of 
insurance still in force that were issued during that particular 
year on applicants who were at that time aged 27. In the smaller 
offices such a record would not be necessary as the age distribu- 
tion can with much less work be secured by sorting the cards 
by ages at the time the age data were required. We now have a 
record from which can be readily secured any information that 
may be necessary for the purpose of making a valuation, or for 
computing the death rate of the society and comparing the same 
with any table of mortality which may be selected. 

The principal feature, in fact the very purpose of a fraternal 
beneficiary society or insurance company, is the payment of 
claims. The funds with which to make any and all payments 
are, of course, collected from the membership and such other 
sums as may be added by reason of investments, etc. The busi- 
ness of insurance is, therefore, what might be termed a cash 
business, and the general books need not consist of more than a 
cash book and ledger with suitable subsidiary records for the 
recording of receipts and disbursements. It is essential that 
columnar books be used which will show all sources of receipts 
and a general classification of disbursements, the classification 
for both receipts and disbursements following closely the 
general classification required by various state departments. 
Each column in both the receipt and disbursement books should 
be given a number, which number will denote a ledger account 
for all items appearing in that particular column. To illustrate 
this more fully: 


We have in the disbursement book a column for investments, 
and let us number this column “20.” A column will likewise 
appear in the receipt book, headed “Investments Repaid,” which 
column will likewise be numbered 20. Investments as appear- 
ing in the general ledger may consist of perhaps 15 accounts; 
in other words a classification of investments. Each account 
in the ledger pertaining to investments will likewise be numbered 
20, meaning that all items appearing in ledger account bearing 
the number 20 are posted from columns 20 appearing in either 
the receipt or disbursement books. The advantage of this is in 
localizing possible errors, and it enables one to verify each ledger 
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account by comparison with the totals appearing in the receipt 
and disbursements records. 

We recognize the fact that at least 95 per cent of the items 
entered in the receipt book represent payments received from the 
local lodges; therefore it is better to have what might be termed 
a “subsidiary receipt book” showing in one column the receipts 
from lodges, which book is totaled daily and the sum daily trans- 
ferred to the general receipt book. This subsidiary book would 
be practically the same as a record used by the receiving teller 
of a bank for recording individual deposits, the sub-divisions of 
premium receipts for the several funds of the organization being 
made at the end of the month or at the regular closing period. 

In connection with the subsidiary receipt book it is desirable 
to have another record arranged by lodges with columns for 
each month or settlement period throughout the year. In practic- 
ally all organizations of this kind each lodge is given a number. 
The number of each lodge would be listed consecutively in this 
record and the receipts from each lodge would be posted in this 
record in the column headed for the month during which received. 
The entries for each month or period would be totaled, which 
total should agree with the total receipts from lodges as appear- 
ing in the general cash book or ledger account. At the end of the 
year the receipts from each lodge would be ascertained by a cross 
addition and the amount of receipts from each state determined 
directly upon the close of the record for the year. Another 
purpose of this record is for that of audit and a verification of 
premium income. 

The manner of making payments varies in each organization, 
but as the payments are made either on account of claims or ex- 
penses there is no reason why the same system should not be ap- 
plicable to all organizations, barring any peculiarities in the 
by-laws. We find that in the majority of organizations two or 
more officers sign all checks, the cumbersome order system in 
vogue in a great number of societies not being necessary. In 
fact the order system is a useless waste of time and energy which 
could well be applied in some other direction. 

For making all payments, whether for benefits or expenses, 
the voucher system in a modified form is rapidly supplanting the 
former methods as it obviates the necessity of securing a receipt 
from the party to whom the check is given. Furthermore, you 
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are sure of getting a receipt in the form of the cancelled voucher 
after the payee receives the money. Any number of voucher 
forms could be printed to conform to the different payments to 
be made, for example: You are paying a death claim. The 
voucher would contain a release of the policy or certificate on 
which the claim was based. These check vouchers as they are 
returned from the bank give you a receipt stating the purpose 
of the payment; further, all the vouchers are numbered consecu- 
tively, and being of uniform size can readily be filed. All vouch- 
ers or checks are entered in the disbursement record in numeri- 
cal order, a column being provided for the numbers thereof. 
Where items are numerous and a separate claim department 
maintained it is well to have a subsidiary disbursing book enter- 
ing therein all payments for claims, columns being provided for 
a classification of the kind of claims. The totals of this sub- 
sidiary disbursement record are carried to the general disburse- 
ment record. 

The records in the claim department will of course depend 
largely upon the nature of the claims and the method of payment, 
whether the amount of the claim be payable in one sum or over 
a period of years. 

The society receives notice of a claim, said notice being either 
on a printed form provided by the society or any other form that 
is desired by the person sending in the notice. Data in regard 
to the particular policy under which the claim is made are secured 
and the claim given a number, a record thereof being maintained 
in a book especially ruled for the purpose and having columns as 
follows: 


Claim number. 
Policy-holder. 

Policy number. 

Lodge number. 

State. 

Date notice received. 
Date proofs received. 
Face amount of policy. 
Date paid. 

How paid. 

Amount of scaling if any. 
Amount paid. 

Remarks column. 


Twelve distribution columns—one for each month—the 
amount paid being inserted in the column corresponding to the 
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month in which payment is made. In case the policy was pay- 
able in monthly installments there would of course appear a 
payment during each month throughout the year and the bal- 
ance of the claim remaining unpaid at the end of any particular 
time being extended in a balance column. From this record the 
number of claims, the amount incurred, the number and amount 
paid, saved by scaling, and the number and amount of claims un- 
paid, are ascertained simply by addition of the various col- 
umns. You have also an itemized record of the monthly pay- 
ments made on account of claims, the totals of which agree with 
the book of claim disbursements, the general cash book and the 
general ledger accounts. 

A summary of claims incurred and paid by states can readily 
be secured at any time by simply listing the various items for 
each state, although in a larger organization, where a great num- 
ber of claims are handled, a card record of claims incurred and 
paid is advantageous as these cards can be sorted and any statisti- 
cal information desired obtained therefrom. 


The principal items of investment for fraternal societies are, 
of course, mortgages on real estate and various forms of bonds, 
although there may be other investments as stocks, real estate, 
bills receivable, etc. In the general receipt and disbursement 
books, previously described, there were columns provided for in- 
vestments, the column headed “investments” in the disburse- 
ment book containing all disbursements made for an investment 
purpose and the individual items charged to the appropriate in- 
vestment account in the general ledger. In the column appeay- 
ing in the receipt book headed “investments repaid” are entered 
all items of investment retired or reduced in amount and the 
individual items credited to the appropriate investment account 
in the general ledger, leaving the general ledger accounts for in- 
vestments to serve as control accounts for the subsidiary invest- 
ment ledgers. 


The investment ledger or ledgers should contain an individual 
record of each mortgage loan or class of security. In the case 
of the mortgage full date would be given relative thereto, with 
appropriate debit and credit columns for interest and payments 
on principal, tax receipts submitted for inspection and the 
amount and expiration dates of fire insurance held. A trial 
balance of the subsidiary ledger as to mortgages, for example, 
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would agree with the control account for this particular class of 
investments, as shown #m the general ledger. Appropriate ac- 
counts for other forms of investments are maintained in the 
same subsidiary ledger or ledgers, the total of the items therein 
agreeing with the balances shown by the respective control ac- 
counts. 

In respect of bonds where the amortized method is used the 
amortization accounts may be maintained for each class of bonds 
in the subsidiary ledger and the book value of the bonds, as 
shown in the general ledger, changed from time to time, as de- 
termined from the amortization account. For the collection of 
interest, etc., a card record is maintained, arranged by interest 
dates. As the interest payment is received the card is moved 
ahead to the next interest date, new cards being added for new 
investments, and the cards removed for those investments which 
are retired. 

In connection with investment, there is one other item to 
which very little attention is given, except when comparing the 
annual statement, and that is the item of accrued interest. At 
the cost of little time a current record of accrued interest 
may be maintained by having a summary sheet of investments 
at the various rates of interest. Ascertain and make a record 
of the interest due and accrued on a given date and either daily 
or monthly ascertain the amount of interest accruing on the 
several investments and add same to the former amount. From 
the sum thereof deduct the interest received and the balance 
will represent the interest due and accrued at the end of the 
day or month, as the case may be. 

We recognize that our organizations operate under by-laws 
which present certain problems in accounting that must be 
worked out separately for each organization. Each has peculiar- 
ities of its own. Therefore in so far as detail is concerned it 
would be impossible to outline a system exactly suited to all. 
There are, however, essential features which are common to all, 
and it seems to me that the system outlined describes briefly but 
in concise form a simplified system of accounts which with lit- 
tle modification would meet the present-day requirements of 
nearly every society. Certainly it might be used as the basis 
of a uniform system among our societies in case the subject is 
regarded of sufficient importance to work in that direction. 
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The Ethics of Accountancy 
By J. Porter Jopuin, C.P.A. 


In discussing the subject of the ethics of accountancy it will 
be necessary to recognize at the outset that accountancy has 
taken its place among the professions; consequently whenever 
considered and in whatever manner it must be remembered that 
it is to be dealt with as a profession. It must be understood that 
there is necessarily a wide difference between the attitude as- 
sumed by the professional man and that of the commercial repre- 
sentative. Undoubtedly what might be considered perfectly legiti- 
mate from a commercial point of view would not stand the 
scrutiny of investigation when viewed in a professional light. 
Therefore we must assume that if we are dealing with the 
“ethics of accountancy” we are also dealing with “professional 
ethics.” This subject is perhaps as vital to the accountant as 
any other subject that might be considered. It determines his 
attitude and procedure when practising this profession; and it 
is, as it were, the heart and soul of his activities. 

The Standard Dictionary gives the following definitions: 


ETHICS: The science of right and of right character and conduct. 
The principles underlying the obligations of moral beings. The science 
of human duty. Any body of principles or rules concerning moral obliga- 
tion that is intended to regulate practice in any particular sphere of 
activity. 

PROFESSION: An occupation that properly involves a liberal educa- 
tion or its equivalent and mental rather than manual labor. 

Any calling or occupation involving special mental and other attain- 
ments or special discipline. 

Undoubtedly all are familiar with the “Decalogue” as 
presented in the Old Testament, and the “Sermon on the Mount” 
as presented in the New. These two would seem to be a fair 
and grand exposition of what we might term “Ethics.” 

It has been well stated by a prominent writer on this subject 
that there should be a minimum standard below which, by com- 
mon consent, we should not go; that abstract right or wrong, 
it must be well understood, is immutable; and that surely we 
will make the acknowledgment that stealing is absolutely wrong. 
It is also claimed that we should aspire to advanced positions 
and these positions should be adopted as readily as our perception 
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of moral principles may develop. It might be well to state here 
that whatever we may aspire to we also may strive for, and in 
so far as possible develop it and put it into practice. 

Perhaps one of the most important things for an accountant 
to consider, when viewing the subject under discussion, is the 
matter of his relation to his fellow practitioners, and it may 
be well to dwell a little upon this subject. There are many points 
that present themselves. 

It is well for us to keep in mind that under no consideration 
whatever is there anything to be gained by underrating or 
underestimating those who are practising the same profession 
or presenting themselves to the public for consideration in the 
same manner as we ourselves. There may be instances where our 
fellow practitioners may seem to us to have less regard than we 
might wish for the ethics of the profession as we understand 
them. Still, it would be wise for us to refrain from criticism and 
to endeavor to follow our own course according to our 
light, living up to our highest ideals, whatever these may be. 
On the other hand, consideration of a breach of ethics of a 
flagrant nature, that would seem to necessitate our taking notice 
so that the public may not be imposed upon, must sometimes be 
faced; and in such instance we must be prepared to act for 
the right, even if it necessitates the taking of action against a 
fellow accountant. 

As an illustration of what I have said I might cite a case in 
point which occurred in one of our states and which may be 
of interest. I will briefly outline the circumstances. 

A certified public accountant who had received his degree 
from the state university prepared, published and circulated a 
pamphlet which belittled the profession he was supposed 
to honor, and after much thought and consideration action was 
taken by some of the certified public accountants of his state, 
which ultimated in bringing the matter before the authorities of 
the university, and a trial board was created for the purpose of 
hearing the case. A brief was carefully prepared, and testimony 
was given by several accountants as to what they considered pro- 
fessional, and a hearing was arranged for the one who 
was under charges. However, he made no appearance, either 
in person or by counsel, but offered to resign or to turn in his 
diploma. This did not seem to be, in the judgment of the trial 
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board, exactly what was desired, so the case was continued and 
the party on trial was judged guilty and his diploma was for- 
feited. This instance is cited so that it may be seen that circum- 
stances will sometimes arise to compel taking action against 
fellow practitioners. 

Perhaps one of the most desired achievements to at- 
tain is that of having a reputation among our fellow accountants 
for probity, honor and justice. It is a source of gratification to 
know that we are held in high esteem by those who are working 
toward the same end as ourselves, and are coming in contact with 
the same public with whom we also must deal. Should any ac- 
countant wish to know the facts about the character, aims and 
practices of any other particular accountant he cannot satisfy 
his desire in any better manner than by learning from such fellow 
practitioners as may have had the advantage of working for a 
period of years in the same community as the one who may be 
under discussion. 


There are times when we have to face what is termed com- 
petition, and in this particular, as previously stated, it is 
well to remember that there is a wide difference between 
commercial and professional pursuits, and it is claimed by 
some writers that there should be no professional com- 
petition. This, however, is a question that may be con- 
sidered, from the fact that, while we may not compete directly 
with each other for clients or for clients’ business, we are in a 
broad sense competitors. It has unfortunately been the practice 
of some professional accountants to adopt a plan of soliciting for 
business, at the same time claiming that there should be no 
objection to such procedure. It will probably be conceded, 
however, that no reputable professional man would care to solicit 
business on his own account from strangers, and if his attitude 
should be such as to prevent his doing this for himself it would 
seem reasonable to suppose that he would consider it quite as bad 
to employ some one to do it for him; and to place men in the 
field to solicit business on a commission would be entirely un- 
professional. 

In the matter of superseding another accountant it is un- 
doubtedly desirable that a reason be known why the change is 
desired. There may be circumstances where the client has 
differed with the accountant and desires to be rid of his services 
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because he has not been amenable to certain conditions to which 
his professional instincts would not permit him to accede. In 
such a case it would be well for the accountant who is expected 
to assume the duties to be well posted before making an engage- 
ment. To seem in any way to desire to take away the business 
of a fellow accountant would be reprehensible and should be 
utterly condemned. If there is a good reason why the client de- 
sires to change, and the reason is satisfactory to the accountant 
who is requested to assume the duties, it would seem to be per- 
missible for him to accept the assignment; he should, however, 
feel reasonably sure in his own mind that in similar circumstances 
he would not object to being superseded. 


In considering the relation of the practising accountant to 
his clients it will be well to remember that all information ob- 
tained from a client, or through any connection with the work 
on which one is employed, is of a strictly confidential nature. 
Under no circumstances may one divulge information received 
from a client when engaged by him. Our clients must feel ab- 
solutely assured that they may confide in us with the utmost 
safety. Confidence once established, the accountant will be placed 
on a footing which will make it possible for him to be of the 
greatest service and will enable him to work advantageously for 
the best interests of the client. Services performed faithfully 
in small matters will prepare him for the undertaking of matters 
of greater magnitude that will necessarily follow, and will also 
fit him to perform these matters of greater magnitude in such 
a manner as to call for commendation and approval. It will be 
borne in mind that work well performed invariably brings its 
reward. 

It may be necessary at times for the practitioner to show to 
the full forcefulness of character, to the end that he may stand 
for what is right even when the client is of different opinion, 
and even to the extent that he may seem to stand alone. Should 
he be assured that he is in the right he cannot recede from a 
position taken, and he must exercise his courage of conviction 
and stand firm. Such situations come to all of us in our practice, 
and at no time can an accountant afford for one minute to 
recognize in any way that may be brought to bear on his atti- 
tude the fear of losing either the client or the fee that is involved. 

The necessity of good humor and the desirability of court- 
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eous manners would seem to be quite obvious. No accountant 
or auditor when presenting himself at the office of a client, in the 
course of his work and duties, should make himself so obnoxious 
that those employed in the office find reason for complaint of his 
attitude. Surely it is possible for him to approach any work 
that may come to him with a view to accomplishing what is 
before him without antagonizing those with whom he may come 
in contact, who, perhaps, may not be as well informed on methods 
and precedure as he is and who have not had the same opportuni- 
ties. They are rather to be assisted and helped into better condi- 
tions than to be censured and condemned. It is also undoubtedly 
true that it is always possible to secure better results and more 
easily obtain desired information from those with whom one 
comes in contact, by treating them courteously, than by assum- 
ing a position of superiority which is neither wise nor advisable 
in any circumstances or conditions. 

Aside from the responsibilities of the accountant to his client, 
there is his relation to the general public to be considered, and 
it should be remembered here that his duty to the public is 
perhaps even greater, if it were possible, than to the client, 
when certifying to the accounts of a company under examination. 
The public is not so well versed as he may be in the wording of a 
report, and the mere fact of his having given a certificate on the 
revenue account and balance sheet may be considered as justify- 
ing the representations of the company under review. It is there- 
fore most desirable, in fact it may be said to be imperative, that 
the wording of his certificate should be such that there may be 
nothing misleading, and that his statements should be exceedingly 
plain and clear. Qualifications, if they must be made, should be 
so stated that there can be no misinterpretation. It may be 
well to say here that qualifications should be used as little as 
possible. It is possible at times that the directors of incorporated 
companies may be desirous of showing the revenue of their com- 
pany to be not quite so good as the actual facts would indicate, 
the purpose being to cause the shares of the company to be slightly 
reduced in price, so as to enable them to purchase to advantage; 
or it is possible that the profits may be so over estimated as to give 
those with inside information advantage over the general public. 
Such cases may sometimes present themselves, and that is the 
time when the accountant or auditor must stand firm for the 
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principle to which he is obligated, and it is necessary that he 
should word his certificate in language so plain that there can be 
no mistaking the wording or the intent which it is desired to con- 
vey. A secret reserve may be a good thing for a company to 
have, but the intention in creating such reserve may not always 
be of the best. 

The question of contingent fees would present itself here. 
It has been put forth and held by some accountants of high 
standing that there are circumstances in which contingent fees 
are permissible. This, however, is a grave question and one that 
the practitioner will have to settle for himself. It may be 
stated that, as a rule, contingent fees are frowned upon by most 
professional bodies. An accountant may be engaged to perform 
an investigation which may later develop into an engagement to 
testify as to his findings in a court of law. One of the first ques- 
tions that may be asked of him is as to whether his fee is con- 
tingent on the findings in the case, and if such be the fact his 
evidence will be discredited by any intelligent jury. I do not 
wish to state that in no circumstances whatever should an account- 
ant arrange for a contingent fee, but I do wish to say that the 
circumstances when he may do so are limited, and great wisdom 
must govern him in deciding the question. 

Not infrequently there is presented to the profession the 
question of a uniform scale of prices. For many reasons this 
would seem to be objectionable. The professional accountant 
will not always make his charges commensurate to the work 
performed, inasmuch as there may be times when the value of the 
services cannot be estimated and will reach far beyond the expec- 
tation of the client, but there must necessarily be a sliding scale 
which would permit of increased fees in certain directions, which 
a uniform scale of prices, lived up to, might prevent. There 
may, however, be a minimum established in his own mind below 
which he should hesitate to go unless it were to meet the necessi- 
ties of a client not able to make the remuneration adequate to the 
services rendered. 

Undoubtedly one of the most difficult phases of the practice 
that the acocuntant comes into contact with is that of under- 
bidding. This phase of the situation is usually brought about 
through men either unqualified to practise or so desirous of ob- 
taining work that they lose sight of the harm they are doing 
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and of that which undoubtedly will come home to them in the 
future. Ordinarily the client will know whether he is paying 
too much or too little, and there are many cases where work 
has been obtained through underbidding, that, no matter what 
the fee involved may have amounted to, proved in the end to be 
a poor investment for the client. Again, not: infrequently we 
come in contact with the shopping client, and the accountant will 
do well if he declines to state any fee when it is known that 
inquiry is made so as to draw comparison with figures obtained 
from other accountants. In the long run this procedure will be 
found to be the right one, and the portion of the public who adopt 
the shopping plan will learn that the better way for them to pro- 
ceed is to select their accountant, determine as to whether 
he is all that they think him to be, and place their affairs 
in his hands subject to his general fees. The wisdom of 
this course may seem at first somewhat problematical, but 
the practitioner will find that by pursuing it the public will 
become gradually educated and he will be held in higher esteem 
than would be the case should he fall in line with any plan that 
would make for the appearance of bidding on prospective work. 

The writer has before him half a dozen circular letters ad- 
dressed to one of his firm’s clients by practising accountants 
setting forth the desirability of employing them in connection 
with meeting the requirements of the federal income tax law. 
The great objection to such a manner of informing the business 
world that the accountant is the one to call upon in this and 
similar connections is the fact that it has the effect of accelerating 
the desire of the client to shop, for when six different accountants 
solicit his patronage at about the same time there is a tendency to 
weaken his respect for the profession and create in him a desire 
to find out which one will answer his purposes at the lowest cost 
to him. It has been offered as an excuse that the general public 
is not well informed on the duties and practices of the account- 
ant, and that circular letters give new impetus to the activities 
of the profession. This argument may have had a semblance of 
truth at a time previous to the forming of our state societies, but 
it would seem that today it is not a valid reason. The general 
public has become fairly well informed as to the advantages of 
employing the practising accountant and auditor, and it is well 
not to deceive ourselves as to the purpose of such letters. In 


193 








The Journal of Accountancy 


fact the circular letter is a direct attack on the business of a pro- 
fessional brother, for undoubtedly when these letters are sent 
broadcast, as they usually are, they reach, to a large extent, 
firms and corporations which are already employing practising 
accountants; and in fact the very practitioner whose clients the 
signer of such circular letters would not wish to disturb is the 
one whose attention is drawn to this breach of ethics. 


A plan which suggests itself at this time might be carried out 
to advantage through the medium of state societies. If the 
state society would carefully prepare a letter showing very clearly 
that the accountant is the man to be called upon in connection 
with determining the figures when stating the amount of the 
income tax, and annex the names and addresses of all the practis- 
ing accountants in the society, firm names if desired, and mail a 
copy to each member of the chambers of commerce, manufactur- 
ing associations and institutions of a similar character in the state, 
it would have a more desirable effect than that attained when 
each individual member circularizes the same people. 

In the practice of his profession the accountant will of 
necessity require assistance, and we may well consider this sub- 
ject as a most important one. Much of the work performed is 
done by the assistant, and he enjoys to a large extent the confi- 
dence of client as well as that of his principal. His training 
should be such as to fit him eminently for such confidences, and 
on the attitude of the accountant and the supervision and care 
that he gives to such training will depend largely the ultimate 
success of his assistants. It is a duty that the accountant owes 
to himself that his assistant should have every opportunity for 
the complete development of his abilities, at all times being 
treated with consideration and assisted with helpful advice. Un- 
doubtedly many perplexing circumstances will present themselves 
to the assistant’s notice when he is perhaps not in position to 
refer them to his principal, and it is but natural that, when these 
matters are reported to his principal a thoughtful consideration 
and careful analysis of the difficulty that besets him, with kindly 
words of advice, will be fully appreciated; whereas, a different 
attitude would have the effect of discouraging him and perhaps 
cause a weakening of his self-reliance. The success of the practis- 
ing accountant will be largely wrapped up in the manner in which 
the work is performed by his assistants, and while he may be suc- 
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cessful in keeping a thorough supervision of all the work per- 
formed, there are many times when he must largely trust to the 
work of his staff. It therefore behooves him to see that his as- 
sistants are well versed in all matters pertaining to the profes- 
sion, not only regarding its technique and practice, but also its 
ethics. 

Accepting the premise as laid down at the outset of this 
article that accountancy is a profession, it is necessary for us 
to thoroughly understand that the services to be rendered are of 
a personal nature and in consequence thereof there must be a 
personal responsibility. While it is quite natural that partner- 
ships should be formed so as to facilitate the manner of conduct- 
ing the affairs of an office, this does not in any manner lessen the 
individual responsibility. It would seem, however, that in incor- 
porated companies, created for the purpose of practising ac- 
countancy, the individuality would be lost, and the responsibility 
attached to that individuality would in a manner also be lost. 
There are some forms of incorporation where all the stock- 
holders, directors and officers are accountants, and this form of 
corporate accounting is not so much to be deplored as that of in- 
corporated companies which are formed purely for commercial 
purposes, where the directors and advisory boards cannot in any 
way or form be considered practising accountants. The value 
of an accountant’s signature or certificate will always be based 
on his personal integrity and reputation, and cannot in any way be 
enhanced by the amount of capital stock which is supposed to be 
back of the signature of the officers of an incorporated company. 


There are many other features which might be touched upon 
at this time, and which are well worthy of discussion, but per- 
haps it will be as well to sum up as a general proposition those 
things which have been previously referred to, as well as others 
that have not been specifically treated. It is somewhat to be 
regretted that the age has reached the point where, among a large 
class of our people it is deemed that the measure of success is 
the dollar ; but the writer is constrained to say that, in his opinion, 
this will have to change, and the true measure of achievement 
will be placed on a somewhat different and higher basis. 
If the accountant achieves for himself a position in which 
he has the respect, the confidence and the goodwill of the com- 
munity in which he lives he will have more to be proud of, and 
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will have reached a higher measure of success, than would be 
possible by any achievement of what may be called material 
wealth. It is well to remember that it is within that we must look 
for high ideals and for the source of all right and true action, 
and the closing lines of the speech which Shakespeare puts into 
the mouth of Polonius when speeding his son on his way to 
France, will sum up the matter. 


* * * to thine own self be true, 
And it must follow, as the night the day, 
Thou canst not then be false to any man. 

In this profession as in all other professions it is by hav- 
ing ideals and working for them, always keeping in mind 
that true success means the achievement of results approximating 
as nearly as possible to those ideals that one has pictured for 
oneself, that one can, as it were, become satisfied with one’s 
work. It is the men who work for ideals who are the support 
of a nation, and it is ideals of a high character that make for the 
stability of a nation. Emerson said “Hitch your wagon to a 
star.” It would be well for the accountant to have ideals of the 
highest, for it is in accordance with the way in which he lives 
and conducts himself in this profession which he has adopted that 
he will bring both respect upon himself and credit upon the call- 
ing which he follows. 
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Responsibility of the Accountant 
By Epwarp L. SuFFERN 


The duties of the accountant engaged in the examination of 
the financial condition of any enterprise and reporting thereon 
will vary somewhat in accordance with the special purpose for 
which such report is designed. 

The most frequent occasions for the use of accountants’ 
services are in connection with the obtaining of bank credits 
through certification of applications for loans, and it is gratify- 
ing to the accountants, at least that such certifications are being 
demanded more and more. Because of this fact, bankers are 
very properly holding accountants to a rigid responsibility which 
imposes upon them the obligation to be assured that every state- 
ment contained in the application is correct. 

The general attitude of accountants is entirely responsive to 
this obligation. Every conscientious accountant is most desirous 
of having his report of every nature set forth every fact in the 
most exact and enlightening manner. He wishes to present 
clearly every essential feature and to be absolutely certain that 
each one of them is right. That is his ideal and to attain it he 
is striving earnestly in every case. 

The trouble is that he cannot in a great number of cases be as- 
sured of his own knowledge that every item is right and to make 
plain some of the difficulties in the way is one of the purposes of 
this article. 

Every statement of condition should include at least the fol- 
lowing elements: 


On the asset side: 
Cash 
Accounts and notes due from customers 
Merchandise on hand in various forms and however subdivided 
Tools of trade of all descriptions 
Equipment of all kinds and in many cases forms of fixed property, 
such as buildings, real estate, etc. 


On the liability side would appear: 
Loans due banks or individuals 
Accounts due trade creditors and others 
Accrued indebtedness items, if any 
Mortgage indebtedness where such existed; 
Also the capital investments. 
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The accountant’s duty is to ascertain the correctness of the 
amounts representing the above items, and as many others as 
may be necessary and report his judgment thereon. Until one 
should try to do so, it would seem as if that were an easy per- 
formance, and so it would be if all that should be needed were 
extracting the figures from the books. It is right there, however, 
that the trouble begins. 

To prove the cash is easy and takes little time. The 
second item, accounts due from customers, is also simple, al- 
though it may take a good deal of time to check the balances 
where there are large numbers of accounts. Each one must be 
examined to see whether it is old or new and be classified ac- 
cordingly, also its relative size as compared to previous balances 
should be observed. Notes receivable must be proved and this 
is usually quite easy, but it is when we come to the next item 
“merchandise” that the real difficulty is encountered. 

It seems to be commonly expected that the accountant should 
be able to prove this class of assets as accurately as he does the 
cash, and so he can, approximately, where a complete, scientific 
system of accounts is kept—accounts which show the amount of 
everything on hand currently—accounts which show the cost 
of all goods produced at any stage of production and which pre- 
sent clear and intelligible figures upon which calculations can be 
made. Where such accounts exist, it is possible to be reasonably 
accurate as to all forms of merchandise counted as assets. 


Unfortunately, however, such accounts are quite exceptional. 
Ordinarily, it is exceedingly difficult to ascertain close values 
otherwise than by taking an actual inventory, and this is almost 
always a tedious and expensive undertaking. It is rarely the 
case that the accountant is associated with the force engaged 
in taking the inventory even when the date at which it is taken 
coincides with that upon which an audit terminates. This places 
upon the accountant the necessity of checking the inventory by 
the best means available after it has been completed and fre- 
quently at a much later date, a process which in most instances 
precludes him from forming more than a general opinion as to 
its accuracy and forces him to rely upon the assurances of others 
that it has been taken carefully as to count and truly as to values. 
In such circumstances the accountant is justified in making his 
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certificate qualified as to such matters which he cannot positively 
verify. 

Where an examination is made independently of an audit 
and at a different period, it is clear that the accountant can do 
little more than to make and accept estimates as to the correct- 
ness of the values placed upon merchandise (except in the cases 
described above where proper accounts have been kept). 

The objection is frequently made that a qualified certificate 
does not serve the full purpose for which a certificate is desired. 
That is true. Every unconditional assurance is more valuable 
than a qualified statement, but honesty and conscience demand 
that no man shall state anything as being fact unless he know 
that it is such. This is especially important where the account- 
ant is, as frequently happens, called in to make an examination 
of condition and is expected to report very quickly. In such 
cases he should state in positive terms only such things as he 
knows to be true and qualifiedly those which he cannot know 
absolutely. This quick work should be discountenanced as much 
as possible. 

On the liability side the danger point seems to lie in the 
accounts due creditors, as well as in the notes payable. Where 
the accounts are properly and honestly kept these items are as 
easily handled as any others, but where for any purpose, either 
intentionally or otherwise, wrong records are kept the account- 
ant is at a great disadvantage in his examination. 

The notorious failures of a few years ago, where it was dis- 
covered that immense sums of discounted notes were not entered 
on the regular books as part of the obligations, have caused 
accountants to be more wary than formerly and to try to prove 
the amount of outstanding notes payable through every possible 
channel; consequently it is more difficult to conceal obligations 
of this kind than it once was. When we come to open accounts 
due creditors, however, we find it is much more difficult to be 
sure that all obligations are recorded than in the case of notes. 
If a note has been issued some one has it and it is usually pos- 
sible to trace it; but invoices for goods purchased, or any other 
like debts, might be destroyed or filed away without being 
entered, and the accountant could not of his own knowledge be 
aware of the fact, especially if he had had no previous or regular 
relations to the concern under examination. 
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To the mind of the writer the safest method for the account- 
ant to adopt is to secure from a responsible person, partner or 
officer a signed statement that the obligations of the concern are 
all recorded on the books or submitted for investigation. A 
somewhat similar statement should be made in respect to the 
values at which the merchandise appears on the exhibit of 
assets, and where an inventory has been taken it should be 
signed as correct by some highly responsible person. In this 
way the accountant can protect himself as to matters which are 
beyond his own ability to determine and can qualify his certifi- 
cate correspondingly. 

In a considerable majority of cases the accountant can be 
reasonably sure of the correctness of nearly all items of the ac- 
counts, particularly where he has familiarity with the concern and 
has learned its methods; but where he has any doubts at all he 
should use every precaution to satisfy his doubts and if any still 
exist to distinguish between things he knows and things he may 
question. 

The larger purpose for which an accountant’s services may 
be desired by bankers is where new capital may be required and 
the report would become one of the very important factors which 
would determine the investment. The examination which would 
be undertaken for such a purpose should cover much more 
ground than that which is described above. The latter has to do 
with the ability of a concern to pay its obligations; the other 
must consider not only this question, but the larger one of earn- 
ings. 

It is in such an investigation that it seems to the writer the 
accountant may find one of his most valuable opportunities of 
service. It is usually a simple enough matter tc examine the 
profit and loss account of a concern and to make up there- 
from an exhibit of yearly earnings which shall set forth fairly 
well all the essential elements for an intelligent understanding 
of how the profits or losses have been created “according to the 
books.” There is very much beyond this, however, which the 
accountant should do. He should carefully study these ele- 
ments one by one and the relation of each one to every other, 
so as to see just what its effect has been upon the total out- 
come. 

For instance, the volume of business transacted, taking it as 
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a whole, may have been insufficient to produce a proper profit 
on the year’s operations owing to the heavy general overhead, 
and then it would seem reasonable to suppose that if the volume 
could be increased without correspondingly increasing the 
overhead a satisfactory result would be reached. That would 
not be so necessarily. An analysis of this volume might show (and 
has in some instances) that the total costs of the regular and 
staple classes of goods sold so nearly approached the selling price 
that a fair margin of profit would be unrealizable no matter how 
large the sales might become, and that the profits accrued during 
the year were due to some special business which was not 
likely to recur. 


What the banker would want is information which would 
enable him to judge of the probabilities of the business, as well 
as a knowledge of its past, and such information is only ob- 
tainable through a careful study of the meaning of every factor 
which has contributed to its history. This is really “research 
work” and makes large demands upon both the general and the 
special knowledge of the accountant. It is necessary work, 
nevertheless, and of high value. 


Among the things a banker wants to know is the probability 
that the new capital investment will accomplish the full results 
for which it is required. Will it be adequate for the needs, 
or not, and if invested will it have a profit producing energy 
or be dormant? To such questions it is often hard to give an 
answer, but a reasonable approach to one can be evolved through 
the right study of the past results of the business, plus the 
economic conditions affecting it. 

The difficulties which confront the accountant in the prepara- 
tion of a financial statement for borrowing purposes are to be 
found still in the larger work, but can be more easily overcome, 
inasmuch as a report of earnings would cover a longer period, 
the examination of which would reveal errors of methods which 
would not be so readily apparent in the shorter term. 


Any accounting service of any kind is assisted and improved 
if the accountant can keep before him the point of view of the 
one for whom the service is rendered. If one can clearly see 
just what information should be imparted in order that the re- 
port should be intelligible on all vital points to whomsoever 
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might read it, the result will be a gain in clearness and definite- 
ness. 

The year recently closed was conspicuous in its effects 
upon accountancy. As this is written four large corporations 
are being violently assailed by groups of minority stockholders 
on the grounds of mismanagement and the concealment of im- 
portant facts through false reports. Whether the charges be 
true or not, it is evident that the day has arrived when stock- 
holders, however much in the minority, are going to demand that 
the administration of corporate affairs shall be subjected to a 
more rigid and detailed scrutiny than has been customary in the 
past. This is quite as it should be. It will not only mean the 
higher service of the accountant and his increased recognition, but 
more important still the greater security of the investor and a 
closer responsibility placed upon the management. 
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Advertising an Asset on the Balance Sheet* 
By Epcar C. SAtveseNn, C. P. A. 


I have before me an editorial which appeared in the Decem- 
ber 25 issue of “Printers’ Ink.” It was sent to me, as secretary 
of the Minnesota society, with a request for an opinion thereon. 
I thought it would be a good idea to prepare a few notes on the 
subject for this meeting and then throw the matter open to dis- 
cussion. This article entitled “Advertising on the Balance Sheet,” 
is in part as follows: 


The recent holding in London of the twenty-first annual meeting of 
Pears, Ltd., and the statement made there by the managing director that 
10% dividends had been paid for twenty consecutive years, were made 
by Printers’ Ink the occasion for writing Mr. Barratt and making a 
pertinent inquiry of one who is known through Great Britain as the 
“Grand Old Man of Advertising.” Mr. Barratt in reply says: “Replying 
to your question as to whether I am of opinion that all advertising should 
be charged to ‘current expenses’ of the year, I may say that although 
it is the custom here for professional auditors to require this to be done, 
I personally distinctly consider such method to be entirely wrong, and 
certainly it is contrary to my own experience and practice, too, when this 
business was a private partnership.” 

Although, according to present English accounting practice, Mr. 
Barratt is unable to follow out his inclination to figure a certain definite 
part of the advertising expenditure as so much good-will investment, 
it nevertheless would have been exceedingly interesting to know what 
percentage he would have figured, and on what basis. The fact that most 
accountants, bankers and others do not recognize advertising as contribut- 
ing to goodwill or “investment” account is one thing; and the fact that 
practically all advertising men as well as many other auditors and 
bankers know that it does so contribute in a countless number of cases 
is another thing. That it is not the universal practice of auditors to put 
a value on goodwill derived from advertising proves nothing more than 
mae the men of finance and figures have not seen how they are uniformly 
to do so. 

Dicksee, the standard English authority on accounting, has written a 
book on “Good Will and Its Treatment in Accounts.” He takes the view 
that the only excuse for inserting the item of “goodwill” in accounts is 
that such an amount has actually been paid by the present proprietor for 
the goodwill of a business. That is to say, in order to make a showing 
on your books of the investment or residual value of advertising, you 
have got to sell your business! Yet he admits that when a certain definite 
expenditure has been incurred by the proprietors of a business for the 
sake of creating a goodwill (as, for example, money spent on advertis- 
ing a brand new invention) such sums can be debited to “Establishment 
Account” and “in so far as these expenditures have been judicious a re- 
sidual value will doubtless remain in respect of them which may fairly be 
treated as goodwill.” Mr. Dicksee apparently feels that this may be 
taken as a license for wild-catting, inasmuch as he then goes on to say 
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“advertising of an ordinary description must only be capitalized (even 
temporarily) after the exercise of the greatest caution.” 

A manufacturer who sells out his business to a trust and walks out 
of the concluding conference, buttoning up in his pocket a check run- 
ning pleasantly into seven figures, knows what part advertising has played 
in earning him that check; advertising has been one of the largest ele- 
ments in his success The men who buy realize it. The directors, in their 
discussions and votes, recognize the value of the advertising. Everybody 
in the house that knows anything about advertising knows that from half 
to three-quarters and sometimes even more of the appropriation fails to 
produce immediate sales but paves the way for future business. Only 
when it comes to the point of setting it down in the balance sheet is 
there any bogging. The advertising rarely gets a mention; it is not 
recognized as contributing to the good-will value of brands, trade-marks, 
trade-names, trade-characters, etc., but these are too often lumped con- 
fusingly with patents, licenses, grants, franchises and other entirely dif- 
ferent elements. 

Has this practice a right to be called conservative accounting? It is 
silence on a vital point. It is not a true description of the business. It 
is even a misrepresentation of the source of values. 

It ought to be possible and ultimately practicable to ascertain the rela- 
tion between the expenditures for advertising, for sales organization and 
for improvement of product and the market results of each and all of 
these. 

Accountants will hardly move in this matter themselves. .They are 
not hostile, but they are not definitely sympathetic. There has been no 
consistent pressure on them to analyze further than they have done in 
the matter. But that it will be done sooner or later there is no room for 
doubt. Advertising as it grows into fuller self-consciousness will insist 
on it. There is too much at stake not to do it. The importance to the 
trade, as a trade, of getting definite recognition for its promotional part 
in goodwill, of making it the recognized practice to do so, may be gauged 
by considering the steadying, standardizing effect the criticism of the 
banking and auditing professions would have on advertising practice. 


Taken in a nutshell the argument in this article seems to be in 
favor of a proposition whereby accountants, bankers and others 
to whom the preparation and reading of balance sheets is of 
interest are called upon to recognize and allow the introduction 
as an asset on the balance sheet of, let us say, a manufacturing 
corporation, some proportion (to be determined) of the money 
spent in advertising. 

It seems to me that the first thing to do before answering this 
argument is to ask ourselves the question “What is a balance 
sheet?” To this we would reply that a balance sheet is an ex- 
pression of opinion regarding the assets and liabilities of a busi- 
ness at a specific date, bringing out in such opinion the net worth 
of said business to its owners, be they partners or stockholders. 
Again, let us ask ourselves “What are assets?’ Assets are: 


Liquid, and as such represent cash or the readily realizable 
equivalent of cash, 
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Investments, which also are the equivalent of cash although 
possibly not readily realizable, 


Capital or fixed assets, representing real estate, machinery and 
equipment, constituting the life force of the business, and from 
the use and operations of which the profits are derived for the 
benefit of the owners. 


It is under the last named caption that we are asked to con- 
sider Advertising as an asset, instead of an expense, and thereby 
to increase (on paper) the profits of the business and the result- 
ant net worth to the owners. One of the arguments set up in 
favor of this procedure is that the goodwill value of brands, 
trade-marks, trade-names, trade-characters, etc. are too often 
lumped confusedly with patterns, licenses, patents, grants, fran- 
chises and other entirely different elements which appear in 
balance sheets as assets. But do two blacks make a white? I 
think not, and no doubt we would all be glad to see items of 
trade-marks, patents, etc. eliminated from balance sheets. That 
also is my opinion with regard to “Advertising” on the balance 
sheet. 

We admit that advertising is valuable just as we admit that 
personal service of the executives of business is valuable, 
very often more so than the amounts charged for their salaries. 
But would we contemplate for a moment setting up an asset to 
represent the value of the personality of the executive officers 
to the business? Or would we, for example, in territories where 
business is largely dependent on the outcome of a good crop, 
make problematical entries to cover the value of a certain month’s 
sunshine or rainfall or a clear political horizon? Or again, 
would we every year raise upon the books an asset to represent 
goodwill, based on the profits for the preceding twelve months? 
I need not say that the answer to all these queries is no, dis- 
tinctly no. Then why make an exception in the case of money 
spent in advertising, the return for which, in future business or 
sales, cannot even be estimated? It may be an hundred fold, 
or it may be negligible. 

The writer of the editorial under discussion quotes Mr. 
Dicksee, the English authority, in taking the view that the only 
excuse for inserting the item of goodwill in accounts is that 
such an amount has actually been paid by the present proprietor 
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for the goodwill of the business. That is what Dicksee said; 
here is what the editorial in question adds to it, “that is to say, 
in order to make a showing on your books of the investment or 
residual value of advertising you have got to sell your business.” 

I do not quite see the connection. If I were in the happy 
position of selling a business and receiving in the proceeds a 
substantial sum for advertising or goodwill I do not think I would 
worry very much how to make the entry on the books. Would 
you? I think the person who bought the business would have 
more to worry about than I would, and if he were to call me 
in professionally after a while and say that he had an item on his 
ledger for the amount he had paid me for goodwill but did not 
know how to treat it, I would advise him to charge it off against 
his surplus as quickly as possible. There would not be so many 
misleading balance sheets published, especially of large corpora- 
tions with numerous subsidiary companies, if goodwill, patents 
and such like items had to be eliminated from the assets, or at 
any rate segregated in such manner that any layman might 
know that they represented only problematical value. 

In other words, the water in over-capitalizations would have 
to stand by itself, and we all know that water is physically in- 
capable of doing this; it needs a receptacle which can conven- 
iently hold it. 

I am glad to see that the views of accountants are, at any 
rate, being sought more and more in problems such as the one 
I have been speaking about, and it is for us, by exchanging our 
views and arriving at well founded opinions, to justify the confi- 
dence placed in us by business men generally. 
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EDITORIAL 
The Basis of Success 


The largest measure of success is always accomplished through 
organization and co-operation. This, whether it be in general 
business or in professional pursuits. Organization strengthens 
the operative force; co-operation welds the interests of the in- 
dividual members. 

Accountancy should be the final, unassailable word in the 
world of statistical analysis. There should be no possibility of 
appeal from the professional findings. It should be everywhere 
so grounded in professional ethics that its advanced standards 
should be recognized in the legal safeguards provided by legisla- 
tive enactment. 

And it is the fact that, as state after state recognizes the 
essentials of laws providing for the examination of accountants 
and the regulation in some measure at least of their practice, 
as well as through the organization of state societies, this 
profession is broadening, strengthening, and becoming more and 
more recognized by the great financial, industrial, mercantile, 
railroad and other interests of the country. 

This has developed from organization and co-operation among 
the members of this profession who have urged and striven for 
the safeguarding of its ethics, and who have broadly accomplished 
this on the basis of these vital factors. 

Indifferent individualism will not long stand out against the 
splendid accomplishments of the higher accountancy. 
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Right of Fiscal Court to Select Accountant 


The court of appeals of Kentucky recently handed down a 
decision in a case of considerable interest to accountants. While 
the principle of competitive bidding for accounting work is one 
that is deprecated by accountants the finding of the court is 
one that will meet with general-approval and we publish herewith 
the opinion delivered by Judge Carroll. The suit was brought 
by appellant taxpayers against the members of the fiscal court 
of Daviess county (Ky.) to enjoin them from paying T. A. Ped- 
ley, an accountant who had been employed by the fiscal court for 
the purpose of investigating the affairs of various county officers. 
The lower court dismissed the petition and the taxpayers ap- 
pealed. 

It appears from the petition that several accountants presented 
bids to do the work, in answer to proposals solicited by the court, 
and that the price at which some of these bidders offered to do the 
work was a good deal less than the offer made by Pedley, 
whose bid was accepted. The court holds as follows: 

If the fiscal court had the right to employ an accountant for the pur- 
pose stated, they had the right to exercise a sound discretion in making 
the employment and to accept the proposal of that bidder who in their 
judgment was best qualified to execute the work in a satisfactory manner, 
although his bid might be higher than the bids of other accountants. 
Necessarily in matters like this the fiscal court is invested with a large 
measure of discretion, and under ordinary circumstances this discretion 
will not be controlled by the courts as it is to be presumed that the 
fiscal court will act in the discharge of matters under its care in such a 
manner as to best conserve the interests of the county. 

It is further insisted that no tax had been levied to pay the amount 
the contract with Pedley called for, and therefore the court was without 
authority to enter into the contract of employment, as it could not expend 
in this business money raised by taxation under levies made for other 
purposes. But the order of the fiscal court shows that the appropriation 
necessary to pay Pedley for his work was appropriated out of the 
“general fund” of the county, which fund we presume consists of a 
surplus left remaining from funds appropriated for other purposes after 
the purpose for which the fund was appropriated had been satisfied. 
Whaley v. Com., 110 Ky., 154. 

The principal question in the case relates to the power of the fiscal 
court to make the employment. We have written in a number of cases 
that the fiscal court is a court of limited jurisdiction, and is only author- 
ized to do such things as the statute permits or directs it to do. Wood- 
ruff v. Shea, 152 Ky., 657, and cases therein cited. And so we must 
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look to the statute for the purpose of ascertaining if the fiscal court 
had authority to employ an accountant for the purpose stated. In sec- 
tion 1840, defining the jurisdiction of the fiscal court, it is provided, 
among other things, that it shall have jurisdiction “to regulate and con- 
trol the fiscal affairs and property of the county,” and it seems to us 
that this right carries with it by necessary implication the authority to 
examine and investigate the books and accounts and records of the 
various officers, agents and employees of the county who have the con- 
trol of or who are charged with the collection or expenditure of the 
funds of the county arising from taxation or any other source. It 
might be deemed wise and expedient by the fiscal court to investigate 
the affairs of one or more of these officers, agents or employees of the 
county, and this investigation of course the fiscal court could not make 
without employing some competent person. 

The fiscal court is charged by the statute with the duty of looking after 
the fiscal affairs of the county, and this puts upon it the responsibility 
that attaches to any other business body, and if it could not, when the 
occasion seemed to demand it, have an investigation made of the books 
and accounts and records of any one or more of the officers, agents or 
employees of the county who have the control of or right to receive or 
pay out the funds of the county, the court could not, in any proper 
manner, perform the duty required of it in the management of the fiscal 
affairs of the county. There is scarcely a business institution in the 
state of any magnitude that does not have its books examined by some 
skilled accountant, and there are many good reasons why the fiscal court 
should be permitted to exercise this character of supervision over the 
persons charged with the collection or expenditure of the public funds. 

We think the judgment of the lower court was correct, and it is 
affirmed. 





Collateral in Kind 


Accountants who view mostly the severe and serious side 
of statistics, unlightened by even a ray of humor will, perhaps, 
read the following with keen appreciation of its somewhat 
ridiculous relation to the austerity of the banking business. But 
it is not fiction by any means. 

New York banks, when talking loans with their southern 
correspondents, generally discuss the subject on the basis of 
rated paper. But one of the biggest banks in the financial dis- 
trict of this city recently accepted a curiosity in the way of 
collateral, which latter is, nevertheless, probably as good as any- 
body’s prime paper. The document reciting the list of collateral 
reads somewhat as follows: “One mouse-colored mule named 
Jake.” Underneath this is another line where the spelling is not 


209 








The Journal of Accountancy 


so good, but is no real discount on its value. It reads, “One 
spoted hefar named Jane.” And so the list runs, as an itemized 
statement of the chattels belonging to the operator of a one- 
mule plantation down on the Tombigbee, where perhaps today 
“Jake” is braying out the delight of a finished day’s work and 
“Jane” is roaming along a highway in the simple duty of a grow- 
ing-up cow. 

Such collateral is not unusual locally in cotton-growing dis- 
tricts, but it is a rarity in the big banks of New York. 





Proposed Legislation in New York 


The committee on legislation of the New York State Society 
of Certified Public Accountants has had the two bills printed 
below introduced before the legislature of this state. The first 
is for an act to amend the code of civil procedure, in relation 
to privileged communications between certified public account- 
ants and clients. This would add to section 841-b of the code 
of civil procedure a section, to be numbered 841-c, to read as 


follows: 

Privileged communications between certified public accountants and 
clients. A certified public accountant shall not be allowed to disclose a 
communication, made by his client to him, or advice given thereon, in 
the course of his professional employment, nor shall any clerk, stenogra- 
pher or other person employed by such certified public accountant, be 
allowed to disclose any such communication or advice given thereon. The 
provisions hereof shall be subject to waiver by the client in the manner 
provided by section eight hundred and thirty-six of the code of civil 
procedure. 

The second proposed act is to amend the penal law, in rela- 


tion to false or fraudulent statement by certified public account- 
ants. It would add to article 86 of chapter 88 of the laws of 
1909, entitled “An act providing for the punishment of crime, 
constituting chapter forty of the consolidated laws,” after section 
957, as added by chapter 593 of the laws of 1913, a new section, 


to be section 958, to read as follows: 


False or fraudulent statement by certified public accountant. Any 
certified public accountant, who, with intent to deceive, makes, issues or 
publishes, or causes to be made, issued or published, any statements relat- 
ing to the financial condition, or to facts affecting the financial condition, 
of any person, firm, association or corporation, and who knows, or has 
reasonable ground to believe that any material representation, prediction, 
or promise made in such statement is false, is guilty of a felony, punish- 
able by a fine of not more than $5,000, or by imprisonment for not more 
than three years, or both, and upon his conviction his certificate of 
qualification to practice as a certified public accountant shall be thereby 
canceled and revoked and he shall not be allowed thereafter to practice 
as a certified public accountant. 
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Income Tax Department 


Epitep By Joun B. Niven, C.P.A. 


There have now been published by the Treasury department 
the general regulations expected for some time past. These con- 
tain homogeneously the various regulations and rulings issued 
in connection with the income tax since the law was promulgated, 
October 3, 1913. The general regulations have been published 
by the Treasury department as a supplement to the weekly Treas- 
ury decisions, and are entitled “Regulations No. 33.”* As 
the supplement contains a copy of the law the public will find 
within its pages the complete instrument under which income 
will be assessed and tax collected. A perusal of these general 
regulations does not disclose much new matter; but one or two 
points may be mentioned. 

It is noticed that in indicating the deductions and exemptions 
under paragraph B of the act the interest to be deducted is 
that paid within the year on personal indebtedness of the tax 
payer “incurred in the conduct of business.” The last six words 
here quoted do not appear in the act itself, and there seems con- 
siderable doubt as to whether or not the department can so re- 
strict the intention of the act. 

While the act itself states that a return shall be made by each 
person subject to the tax and having net income of $3,000 or 
over, the general regulations provide that any individual whose 
net income is less than $20,000, for whom full return has been 
made by others as withholding agents, shall not be required to 
make a return. This is a relief from the requirements of the law 
both just and proper, and it is conceivable that many tax payers 
will be able to so adjust their claims for exemption that their 
proper proportion of tax will be paid on their behalf by with- 
holding agents and thus obviate the necessity of their having to 
make any return. 


With reference to the provision in the monthly list returns to 
be made by withholding agents, that the amount of the tax with- 
held may be remitted to the collector at the same time as the re- 


This supplement may be secured from the local collector or from the Superin- 
tendent of Documents, Washington, D. C. The price is 15 cents the copy. 
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turn is filed, the regulations now state that these amounts are 
not to be forwarded until notice of assessment is received from 
the collector. This seems to conform with the further regula- 
tion as to the repayment of tax withheld under a claim for deduc- 
tions filed with the collector, wherein it is provided that the col- 
lector will furnish the withholding agent with a statement of the 
amount of deduction claimed, and the withholding agent will not 
withhold and pay the normal tax to the extent of the deductions 
so claimed. It is not clear if it is intended that the tax payer’s 
only source of repayment is the withholding agent, and should 
he fail to recover the amount from the withholding agent on ac- 
count of his insolvency or any other cause, whether or not he 
would also have recourse against the government for the 
amount due him. To so restrict his rights of recovery would 
be most inequitable as he has no discretion in choosing his 
withholding agent. 

In order that the records of the JouRNAL may be complete 
there are published in this issue a number of rulings given out 
by the department before the general regulations above referred 
to. Briefly stated the effects of these rulings are as follows: 

T. D. No. 1937—January 26, 1914. Rules that corporations 
are not permitted in arriving at the taxable income for the year 
1913 to deduct any portion of the specific exemption of $5,000 
authorized under the corporation tax act. 

T. D. No. 1938—January 29, 1914. Extends to April 1 
the use of forms 1001, 1003 and 1004. 

T. D. No. 1939—January 28, 1914. Is for the instruction of 
collectors only, but it is interesting to the general public from 
the fact that it is therein stated that it is contemplated to com- 
bine certain forms of certificates in the near future. 

T. D. No. 1942—February 3, 1914. Is in reply to numerous 
letters which have been received by the department as to the 
placing in Form No. 1040 of income derived from bonds con- 
taining the Tax Free Covenant clause and states that such in- 
come received prior to November 1 shall be included under 
column B and that such income received subsequent to Novem- 
ber 1 shall be included under column 4, provided no exemption 
has been claimed. The original text of this ruling was subse- 
quently amended by T. D. 1948 to make the department’s in- 
tention more clear, and the ruling in its amended form is given 
in this issue. 
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T. D. No. 1943—February 4, 1914. Gives instructions rela- 
tive to the returns to be made by fiduciaries. These instructions 
are along the line generally anticipated by fiduciaries in making 
up their returns. This ruling also indicates how the income 
received by an individual from a fiduciary should be entered in 
Form 1040 and though it may be questioned whether their sug- 
gestions that dividends included in the beneficiaries income from 
the fiduciary should be included among the dividends received 
from the tax payer’s own investments, it is not of much moment 
provided such information is available to him. One can con- 
ceive circumstances, however, in which the beneficiary would have 
difficulty in obtaining the full details of the fiduciary investments 
and this provision seems to place additional trouble on the tax 
payer for no good end. Should the fiduciary estate contain non- 
taxable bonds a much more serious problem would arise. 

T. D. No. 1945—February 7, 1914. Rules that persons having 
an annual net income less than $20,000 need not show income de- 
rived from dividends or net earnings of corporations on the re- 
turn. This ruling is declared to amend general regulations No. 
33: 

T. D. No. 1946—February 10, 1914. States that income de- 
rived from interest upon the obligations of special assessment 
districts created for the improvement of streets, public highways, 
the provision of sewerage, gas and light and other public pur- 
poses shall be excluded in computing net income for the income 
tax. 

T. D. No. 1947—February 12, 1914. Extends the provisions 
of T. D. 1945 to cover returns made by fiduciaries. 

At the end of the treasury rulings in this issue of the JouRNAL 
p. 222 is printed a copy of form 1042 for making annual list re- 
turn of normal income tax withheld at the source on salaries, 
wages, rents and interest which had not been issued by the 
Treasury department when the February number of the JouRNAL 
went to press. 





TREASURY RULINGS 
(T. D. 1937 January 26, 1914) 


Corporations are not permitted to deduct from gross or net income for 
the year 1913 any portion of specific exemption authorized under cor- 
poration tax law.—Sec. 38, act Aug. 5, 1900. 
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Section 2 of the act approved October 3, 1913, known as the Fed- 
eral Income Tax law, provides that all corporations, joint-stock com- 
panies, and all insurance companies except those specifically enumerated 
as exempt, shall be subject to the normal tax imposed upon individuals, 
such tax to be levied, assessed, and paid annually upon the entire net 
income arising or accruing from all sources during the preceding calen- 
dar year. 

The provisions of this act apply to corporations which have or may 
have income arising or accruing on and after March 1, 1913. For the 
purpose of covering the liability of corporations to special excise tax for 
the months of January and February, 1913, the provisions of the cor- 
poration tax law (sec. 38, act Aug. 5, 1909) were extended, and in sub- 
section S of the income tax law it is provided that the net income for 
these two months shall be ascertained in accordance with the provisions 
of subsection G of section 2 of the act of October 3, 1913; that is, in 
the same manner as the net income for the remaining Io months of the 
year is ascertained. 

In the subsection G, just cited, all items or charges against income, 
which constitute allowable deductions from gross income, are specifically 
set out. No provision, either express or implied, is made in this sub- 
section or elsewhere in the act for the allowance of all or any portion 
of the specific exemption ($5,000) allowed under the corporation tax law. 
As applied to the months of January and February, 1913, the income tax 
law in effect amends the corporation tax law by eliminating the specific 
exemption previously allowed, and provides that the tax for that period 
shall be measured by the net income ascertained according to the rule 
set out in subsection G of the later act. (See second proviso in subsection 
S, act Oct. 3, 1913.) 

The third proviso of subsection S also provides that— 


For the year 1913 it shall not be necessary to make more than one re- 
turn and assessment for all taxes imposed * * * by way of income or 
special excise. 


The net income for both kinds of taxes and for both periods of the 
year being ascertained in exactly the same manner, but one return cover- 
ing the entire calendar year 1913 is required. That return will show the 
entire net income ascertained in accordance with the provisions of the 
income tax law, and no specific exemption whatever being authorized, 
such net income as returned for the entire year will be the amount upon 
which the tax is computed. 





(T. D. 1938 January 209, 1914) 


Extension of time to April 1, 1914, for the use of Forms 1001, 1003, and 
1004, as provided in T. D. 1907 of November 26, 1913. 


Notice is hereby given that Forms 1oo1, 1003, and 1004, as adapted 
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to the use of foreign organizations, foreign partnerships, and foreign 
fiduciaries, when properly filled in and signed, and giving the informa- 
tion required by regulations, may be accepted by debtors or withholding 
agents until March 31, 1914. 





(T. D. 1939 January 28, 1914.) 


Blank forms of certificates and other forms required in connection with 
the collection of income tax and making of returns by taxpayers will 
be furnished on application to the Commissioner of Internal Revenue. 
Forms may be printed by corporations and others, provided they con- 
form strictly to department requirements as to size, print and con- 
tents. In making requisition on the department for forms no more 
should be requested than the absolute needs of the office make neces- 
sary. 


You are instructed that the department will furnish blank forms of 
certificates and other forms required to be used in connection with the 
collection of the income tax and the making of their returns by taxpayers 
to such parties as may make application for the same. Private corpora- 
tions and others desiring to have these forms printed for themselves may 
do so if they will strictly observe the requirements of the department as 
to size, print and contents of the forms and certificates as prescribed by 
the regulations. 


In pursuance of the desire of the department to furnish every possible 
facility to aid taxpayers in complying with the law, requisition should 
be made for such quantity of the various forms as may be found neces- 
sary in each collection district, and these forms will be forwarded im- 
mediately upon application. Attention is called, however, to the fact 
that a large stock of these forms should not be accumulated in any office, 
and that for the present, particular caution should be exercised so as 
not to make requisition for more than the absolute needs of each office. 
It is contemplated that in the near future a combination of certain forms 
of certificates may be arranged for, and these consolidated or combined 
certificates will be furnished as soon as practicable. When such combined 
certificates shall be furnished, the use of the older or original certificates— 
that is, those now in use—should be discontinued at the earliest possible 
date. . 





(T. D. 1942 February 3, 1914) 
(Amended by T. D. 1948 February 12, 1914) 


Income tax ruling as to income derived from bonds containing “tax-free 
covenant clause,” and how same may be returned on Form 1040 when 
exemption is not claimed at the source. 


215 








The Journal of Accountancy 


LETTER To COLLECTORS 


This office is in receipt of numerous letters asking whether income, 
tax on which is paid or to be paid at the source, although not withheld at 
the source, can be placed in column A, page 2, of Form 1040, and in reply 
to this inquiry you will advise as follows: 

The stipulation in bonds whereby the tax which may be assessed against 
them or the income therefrom is guaranteed is a contract wholly between 
the corporation and the bondholder, and in so far as the income tax 
law applies the government will not differentiate between coupons from 
bonds of this character and those from bonds carrying no such guarantee. 
The debtor corporation, or its duly authorized withholding agent, will be 
held responsible for the normal tax due in such cases when no tax has 
been withheld and no exemption claimed. 

Income paid by “debtors” from March 1 to November 1, 1913, shall 
be included in the return of the individual (under column B, page 2, of 
Form 1040) as income upon which the normal tax of 1 per cent has not 
been withheld and paid at the source. 

Income received by individuals between November 1 and December 
31, 1913, upon which the normal tax has been withheld at the source 
shall be included in their annual return (under column A, page 2, of 
Form 1040) as income upon which the tax has been withheld. 





(T. D. 1943 February 4, 1914) 


Instructions to collectors relative to fiduciaries and returns to be made by 
them on Form 1041. 


T. D. 1908 provides that all fiduciaries shall on or before March 1 
of each year, when the annual interest of any beneficiury in the income 
of the estate or trust is in excess of $3,000 ($2,500 for the year 1913), 
make and render a return of the income of the person or persons (the 
beneficiaries) for whom they act to the collector of internal revenue of 
the district in which the fiduciary resides. 

Where a decedent died after March 1 in the year 1913, and from March 
1 up to the date of his death had a net income of $2,500 or more, the 
fiduciary (14. e., the executor or administrator) should make a return for 
the decedent on Form 1040, and the income tax, both normal and addi- 
tional, shown to be due thereon will be a debt against the estate of the 
decedent. The same principle will apply to subsequent years if the net 
income of the decedent from January 1 to the date of his death amounts 
to $3,000 or more. No other return is required to be made by the fiduciary 
until the settlement of the estate has reached the stage when the benefi- 
ciaries thereof and their respective interests in the income derived 
from the estate are determinable, and then the fiduciary is required to file 
a return on or before March 1 of each year, as prescribed by the regula- 
tions. 
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Income Tax Department 


The fiduciary will enter on page 2 of Form 1041, under the appropriate 
heads, all income accruing to the beneficiaries of the trust or estate from 
March 1 to December 31, 1913, inclusive; but the interest derived from the 
obligations of a State or any political subdivision thereof and the obliga- 
tions of the United States or its possessions is not to be included. 

The fiduciary will enter on page 3 of Form 1041 for the year 1913 
five-sixths of the deductions allowable under paragraph B of the law, and 
on line 1 it will be proper for the fiduciary to enter all legitimate expenses 
incurred in administering the estate or trust. If the fiduciary holds and 
rents business or residential property and pays insurance, water rents, 
commissions for the collection of rents, or any other necessary expenses 
in managing the estate or trust, it will be proper to enter same on line 
1 as an allowable deduction. - 

The amount to be shown on page 1, line 3, will represent the total 
amount of income accruing through the fiduciary to the beneficiaries of the 
estate or trust which is subject to the normal tax, and when the interest 
of any one beneficiary in this amount from November 1 to December 31, 
1913, inclusive, was in excess of $3,000, whether distributed or not, the 
fiduciary was required to withhold and pay the normal tax on the whole 
$3,000 and excess thereof, unless the beneficiary filed with the fiduciary 
Form 1007, as prescribed by the regulations, claiming exemption under 
paragraph C, and in that event the fiduciary was only required to with- 
hold and pay the normal tax on the amount in excess of the exemption 
claimed. 

T. D. 1906 prescribes that when fiduciaries make their annual. return 
they shall give the name and full address of each beneficiary and the 
share of income to which each may be entitled, which information shall 
be given on page 1 of Form 1041. In the column “Amount of income paid 
or accrued to beneficiaries” should be entered the respective interest of 
the beneficiary in the amount of income as shown on page I, line 3. 

When the interest of any beneficiary in the amount of income subject 
to the normal tax, as shown on Form 1041, page 1, line 3, is in excess of 
$3,000, and the same was paid to the beneficiary within the period from 
November 1 to December 31, 1913, both dates inclusive, the fiduciary was 
required to withhold and pay the normal tax as prescribed by the regula- 
tions, and the information required should be given on Form 1041, page 
I, giving the name and full address of each beneficiary, the amount of in- 
come paid or payable to each beneficiary (this amount would be the 
beneficiary’s interest in the amount of income subject to the normal tax 
as shown on line 3), the amount of exemption claimed under paragraph 
C (if any), the amount of income on which normal tax should be with- 
held, and the amount of tax withheld, all to be given in the respective 
columns in the order named. 


A fiduciary acting for a minor or insane person who had a net income 
of $2,500 or more for the year 1913 will make the return for his ward on 
Form 1040 and will not be required to file a return on Form 1041, unless 
he has more than one ward by reason of the same estate or trust; then in 
that event a return will be required on Form 1041, and a separate return 
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on Form 1040 for each ward having a net income of $2,500 or more for 
the year 1913. 

The income accruing or paid to a beneficiary through a fiduciary may 
be composed in part of dividends, or income upon which the normal tax 
has been withheld and paid or to be paid at the source, or income derived 
from the obligations of a state or any political subdivision thereof or 
from the obligations of the United States or its possessions (income from 
obligations of a state or any political subdivision thereof and from the 
obligations of the United States or its possessions is not subject to the 
tax and should not be included). If a beneficiary has other income which, 
added to the income accruing to him through his fiduciary, gives him a 
net income of $2,500 or more for the period from March 1 to December 
31, 1913, inclusive, he should make a return of his gross income on Form 
1040, as required by the regulations. 

To illustrate: If a fiduciary’s gross income was $10,000, derived from 
the following sources: 


1. Interest upon the obligations of the United States ...... ..-$ 1,000.00 
2. Dividends on stock or net earnings of corporations ........ 2,000.00 
3. Interest from bonds containing “tax-free covenant clause,” 

upon which the fiduciary did not claim any exemption at 

source and which he entered on Form 1041, on page 2, 

column A, as income on which normal tax was withheld 2,000.00 
4. Income from rents, etc. ......... dedicate Sipi6ed widen wrmcaoe naan tiara 5,000.00 


$10,000.00 


the fiduciary’s return on Form 1041 would show as folluws: 





Page 2. Line 3, column B, amount of rents ................-- $ 5,000.00 
Line 5, interest from bonds, “tax-free clause,” column 
RES Be Ane ee Pree ba eee cae) e peter ee 2,000.00 
es IID | 5. 0024.5 cs, ocemev.nee maculae sees + 2,000.00 
Aggregate total of gross income ............ $ 9,000.00 
(No entry of interest on United States bonds, $1,000.) 
Page 3. Line 1, necessary expenses actually paid in carrying on 
business, including compensation of fiduciary, water 
oe ee eee hes ¥thnwseasens $ 450.00 
EE ie cn od i vecndeehndeienekbebned oc<ne 400.00 
Line 6, actual repairs made on building, or amount al- 
BOWIG TOE WONT GIG GOBE onivkcckc ic. ci seccsceceesss 150.00 
Line 7, dividends not subject to normal tax A ee 2,000.00 
Line 8, amount of income on which normal tax has been 
deducted and withheld at source, bonds with “tax- 
pT Re EE os an Re 2,000.00 
IUD cs 5 ss opie ceeds wkdebsoeed $ 5,000.00 
ae 5. Ra Be MI II. oo ain dices dddct caspase sionscsiens $9,000.00 
ee PE CEERE TET COUT TORE Te ee 5,000.00 


Line 3, amount of income due beneficiary, which is sub- 
Se ee MI OE oo nd 655s ona ceelateestutescakh bon $ 4,000.00 
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The beneficiary has filed with the fiduciary as a withholding agent a 
claim for exemption under paragraph C for $2,500 (exemption of single 
person for 1913), and the return on Form 1041 would show on page I, 
in addition to the foregoing entries, the following: 


John Doe, 76 B street, New York City 


In third column, amount of income paid or accrued to beneficiary$ 4,000.00 


In fourth column, amount of exemption claimed ............... 2,500.00 
In fifth column, amount of income on which fiduciary is liable 

OD GORE on cccscncKdhonccnsenceansashsbanske tele eseneennal 1,500.00 
In sixth column, amount of normal tax "withheld me omar yaegey ee ee 15.00 


In the foregoing illustration the beneficiary, in his return on Form 
1040, would make no return of item I, interest on United States bonds. 
Item 2, dividends, would be entered on page 2, line 11, and for the pur- 
pose of calculating the normal tax would be an allowable deduction on 
page 1, line 4. Item 3, interest on bonds, would be entered on page 2, 
line 7, column A, and for the purpose of calculating the normal tax would 
be an allowable deduction on page 1, line 5. Item 4, rents, would be entered 
on page 2, line 7; $1,500 in column A, and $2,500 in column B (exemption 
of $2,500 claimed and no tax withheld on this amount). This would 
show— 


Income received from fiduciary subject to be returned on Form 
DOOD. 60.<06o06.s0e hes oecae eee sacins anes $ 8,000.00 
Deductions and exemption allowable in calculating normal tax 8,000.00 
No normal tax due, it having been paid at the source by the 
fiduciary as shown by his return on Form 1041. 


In making the foregoing entry on Form 1040, on line 11, there should 
be written just above the printed heading, “Amount received from fidu- 
ciary,” and the amount should be entered in the appropriate column. 

No illustration is given of income accruing to the beneficiary from 
other sources, an illustration of this not being deemed necessary, as such 
income is entered in the usual way. 





(T. D. 1945 February 7, 1914) 


Regulation relative to exclusion of income derived from dividends or net 
earnings of corporations, joint-stock companies or associations, and 
insurance companies by persons subject to the normal tax only in com- 
puting their net income for the taxable year. 


Referring to that provision of the income-tax law which reads as 
follows: 


Provided further, That persons liable for the normal income tax only, 
on their own account or in behalf of another, shall not be required to make 
return of the income derived from dividends on the capital stock or 
from the net earnings of corporations, joint-stock companies or associa- 
tions, and insurance companies taxable upon their net income as herein- 
after provided— 
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you are informed that returns of individuals, when such individuals are 
subject to the normal tax only, need not include the income derived from 
the dividends or net earnings referred to above. When individuals are 
subject to the additional tax, such income derived from said dividends or 
net earnings must be shown on the return. 

Persons having an annual net income of $3,000 or more, including 
the income derived from dividends or net earnings of corporations, etc., 
but whose total net income is less than $20,000, and whose net income, 
exclusive of the income derived from dividends or net earnings of such 
corporations, etc., is less than $3,000 for the taxable year ($2,500 for the 
year 1913), shall not be required to make a return of annual net income. 

Returns which have been or may be received from persons subject to 
the normal tax only, in which such dividends are included and deducted, 
need not be changed to meet the provisions of this regulation. 

All previous rulings of the department, including the’ general regula- 
tions No. 33, are amended accordingly. 





(T. D. 1946 February 10, 1914) 


Special assessment districts created under the laws of the several States 
for public purposes, such as the improvement of streets and public 
highways, the provision for sewerage, gas, and light, and the reclama- 
tion, drainage, or irrigation of bodies of land, and levee and school 
districts are held to be political subdivisions of a state. 


Referring to paragraph B, section 2, of the income-tax law, which 
reads as follows: 


That in computing net income there shall be excluded interest upon the 
obligations of a State or any political subdivision thereof— 


you are informed that under date of January 30, 1914, the honorable the 
Attorney General held that special assessment districts created under the 
laws of the several states for public purposes, such as the improvement of 
streets and public highways, the provision for sewerage, gas, and light, 
and the reclamation, drainage, or irrigation of bodies of land within such 
special assessment districts when such districts are for public use, are 
political subdivision of the state within the meaning of the above proviso. 

It is held that the term “political subdivision” includes special assess- 
ment districts or divisions of a state created by the proper authority of 
the state acting within its constitutional powers and under its general laws 
for the purpose of carrying out a portion of those functions of the state 
which by long usage and inherent necessities of government have always 
been regarded as public. 

Levee and school districts when lawfully created under the authority of 
the state and which are authorized by the laws of the state to levy a tax 
to meet the obligations of such districts are also held to be political sub- 
divisions of a state within the meaning of the income-tax law. 
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The income derived from interest upon the obligations of all such public 
districts shall therefore be excluded in computing net income for the in- 
come tax. 

This decision supersedes T. D. 1910. 





(T. D. 1947 February 12, 1914) 


Extending T. D. 1945 to cover returns made by fiduciaries in their fiduciary 
capacity. 


LETTER To COLLECTORS 

You are advised that the provisions of T. D. 1945—in matter of ex- 
clusion of dividends or net earnings of corporations, joint-stock companies 
or associations, and insurance companies, by persons subject to the nor- 
mal tax only, in computing their net income for the taxable year—are 
extended to cover such returns by fiduciaries. 

To make clear any doubt on the subject, the provisions of T. D. 1945 
are hereby specifically extended to include returns made by fiduciaries as 
such. 
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Ferm 10468. UNITED STATES INTERNAL REVENUE. 


ANNUAL LIST RETURN OF AMOUNT OF NORMAL INCOME TAX WITHHELD AT THE SOURCE 
SALARIES, WAGES, REVT, OFTEREST, 08 OTHE FICKD AND DETERATKABLE AKBUAL GAINS, PROPS, AND LACOME KXCEADIRG $3,000 POR TE TAIABLE TEAR, 


The teoeme wo bs mnt cho extent of Gils exten dove act incinde Gividente on care rm ir 
earnings of oh. - 44 S24 

cgun tenn or meavtgnaen or Ginn of Gen or alter aia joint-stock com- 
gasket, con, or num temvest apen Sante, mesigngen or Gieibendl af tacige 





GD Oe civccascseddceciovccscds cttcbes cinedntesnsuchsideseiniecsseneteséte wassncngsdgnsdevecseadbe , for the year 191 
Game ot ditter or emtbtiing corehd 
‘To be made im duplicate to the Collector of Internal Revenue for the District in which the debtor or his duly appointed withholding agent, as 
‘ee case may be, is located, on or before the first day of March, showing the names and addresses of persons who have received wages, 
rent, etc, as abowe described, in excess of $5,000, on which the sormal tax of 1 per cent has been deducted and withbeld during the preceding 


calendar year 
© Gee, ccccccccccccccccescccesbhosscngoccccccccccccoccscceuests OD occ coneccooccnsecsssce deer sesecodosoccoe Ree cecsedevevesesencseeevece 
(Name) \Addreer te ren) 
DE cccccsacasconcccagvessoped of oscSessosnenespecconceses pos» located at ........ qvccewecerchovsgscecccosccececucecs 
(Mace Octet Tite) (Debtor of wuhdeiding agent) ‘¢ettrem ta full) 


do solemnly swear (or affirm) that the following « a true and complete return of all salaries, wages, rent, anid other fixed and determinable annaal- 
gaits, profits, and income in excess of $3,000 as above described, whiclr were paid (or were payable) to each of the persons listed herein, and on 
which the normal tax of 1 per cent was deducted and withheld during the year stated, and there are herewith inclosed all certificates claiming 
exemptions and deductions with respect to said income. 
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Eprtep By SEyMourR Watton, C.P. A. 


In the development of accounting the first business transaction con- 
sisted merely in the exchange of one article for another—otherwise 
barter. Anyone having more of a certain commodity than he needed 
for his personal use, or having less than he needed of some other com- 
modity, would seek out some one whose condition was the reverse of 
his, and the two would arrange an exchange, (or barter), by which the 
deficiency of each was made good out of the excess of the other. This 
condition could exist only in the aboriginal state of social affairs. As the 
wants of individuals were few at that stage of existence, and as those 
wants varied constantly with each individual, there could be no stable 
conditions of trade. Each barter was determined by the temporary needs 
of the parties engaging, and was completed as soon as the commodities 
changed hands. 

Sometimes an individual might have an excess of some one com- 
modity which he was willing to dispose of, but might not be at the 
moment in need of any other commodity, or he might not be able to 
at once find any one from whom he could obtain a commodity which 
he was desirous of possessing. Under such conditions he would be will- 
ing to part with his own commodity if he could receive for it something 
for which there was a steady demand, so that he would be certain to 
have an article which he could barter for the articles which he might 
need at any time in the future. Gradually specific things were adopted 
as recognized standards, such as beaver skins among the Indians, and 
tobacco among the early settlers of Virginia. As this was merely an 
extension of the direct barter principle, there was still no necessity of 
keeping records of transactions or accounts. 

As it was inconvenient to keep on hand a large quantity of actual mer- 
chantable commodities, except for those dealing regularly in them, it 
was recognized early that something should be adopted that was easily 
portable, virtually indestructible, and was produced in such small quanti- 
ties as to be practically of a stable value. Only two commodities came 
near to fulfilling these conditions, gold and silver. It is not definitely 
known when these metals were adopted as standards of value, but it 
certainly was before the days of Abraham. Still, the world had not ad- 
vanced beyond the barter stage in reality, since gold and silver were not 
accepted in exchange for surplus commodities because they were desirable 
in themselves, but because they represented the power to acquire other 
commodities when needed. Therefore, there was still no necessity of 
making records or of keeping accounts. 


Tuer Oricin or Crepit 


As social conditions became more complex, and the needs of men more 
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extended, it would often happen that a person who did not at the time 
possess anything which he could offer in exchange, or any money with 
which he could purchase it, would desire to acquire some commodity. If 
there was a reasonable certainty that within a given time he would ac- 
quire the means with which to discharge his obligation he would have 
little or no difficulty in finding some person with such an excess of the 
desired commodity on hand that he would be willing to part with it, and 
wait a reasonable time for the equivalent in money or goods. The first 
transaction of this character marked one of the most important epochs 
in the history of the world, as it introduced an element into the relations 
of men to each other which became indispensible in all business trans- 
actions. 

As the exchange of commodities was now complicated by the delivery 
of goods by one party to the transaction, with a mere promise of the 
equivalent by the other party, it became necessary to make some record 
of the deferred obligation. At first this consisted of a memorandum on 
a board, or on the back of a door, made with a piece of chalk. When the 
debtor settled, the record of his indebtedness was cancelled by the simple 
expedient of wiping it out. This crude method has left its mark on our 
language in the expressions, “chalk it up” and “wiping out his debts.” 
The introduction of credit thus necessitated some kind of record of a 
transaction, but the need of regular accounts of any character did not 
develop until the transactions became too numerous to handle in this 
crude way. 


Tue First Account Boox; THE Day Boox 


In order to keep the record of credit transactions in a convenient 
form for reference and in a shape that would be permanent until they 
were settled, the expedient was adopted of making an entry in a memo- 
randum book. This entry would contain the date, the name of the party, 
a description, and the price of the goods. As the entries followed each 
other day by dav, this book was given the name of the daybook. As a 
merchant who sold on credit would naturally also buy on credit, he 
would enter in the daybook a memorandum of such purchases, but 
would make no discrimination between the records of his sales and 
purchases by means of separate columns for debits and credits. The 
only distinction between a sale and a purchase would be that one would 
show goods sold to, and the other goods bought of, some person. In 
other words, the daybook would contain merely a memorandum list of 
the various transactions. Whenever any one owing the merchant money 
came in and paid, the merchant found the record of the sale in the 
daybook and wrote the word “paid” across it, and thus closed the ac- 
count. Entries not thus cancelled constituted his unpaid accounts re- 
ceivable. As he, in a similar manner, cancelled the notation of the bills 
he himself owed, he easily found the amount of his unpaid accounts 
payable by making a list of the uncancelled items. 

It might seem as if such a crude arrangement would be adapted only 
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to a person doing a small business mostly for cash with few credit 
sales, but such memorandum methods are not uncommon in business 
of considerable volume. The writer knew of a man who did a large 
business in the sale of books by mail. His invoices were made in 
duplicate and were numbered consecutively. When he shipped books 
to a customer he sent the original invoice. The duplicate was placed 
in the left-hand drawer of his desk, all the invoices in that drawer being 
kept in numerical order. When the customer remitted the duplicate in- 
voice was found, marked “paid,” and filed. No other record was kept, 
nor was credit made to “sales” or to “merchandise.” In the same way, 
when he received an invoice for goods purchased he placed it in alpha- 
betical order in the right-hand drawer of his desk, until he was ready 
to pay it. When paid it was filed in an ordinary letter file. Whenever 
he wished to know how much his customers owed him, he could ascertain 
by listing the invoices remaining in the left-hand drawer, and a similar 
list of invoices in the right-hand drawer would give him the amount 
of his unpaid obligations. As his sales were always on short time he 
claimed that this method was as effective as an elaborate system of sales 
records and of accounts in a customers’ ledger. 


S1ncLe Entry AND LEDGER SYSTEMS 


An analysis of these crude methods shows that all the records, such as 
they are, take into consideration only individuals from whom or to whom 
money is owing for goods sold or purchased. There is no attempt at 
keeping record of the amount of sales or of purchases. Neither is any 
record made of permanent investments in furniture, fixtures, horses, 
wagons, or other material articles. Such articles would always be where 
they could be seen at any time. In other words the records are only of 
those articles likely to be forgotten—the amounts due from or to persons. 
As each entry consists only of a charge or a credit to some individual, 
without any offsetting credit or charge to “merchandise” or similar ac- 
count, this method of keeping accounts has been given the name of 
“Single Entry.” 

As long as the transactions were comparatively few the daybook was 
the only book essential to complete information of the debts due to or 
from the business. A glance through its pages would show the accounts 
not cancelled, and therefore still unpaid. As transactions increased in 
number, and especially when customers made numerous purchases at 
different times, without paying for previous ones, or when they made 
partial payments of round amounts, not applicable in total to specific 
purchases, or when goods were returned by customers or to creditors, it 
was not only a difficult task to hunt up all the scattered entries in the 
daybook, but there was also great danger of missing some item involved 
in a settlement. It was necessary to devise a plan by which transactions 
with each individual customer or creditor could be separated from those 
with others, so that the amount due from or to him could be ascertained 
with no trouble. 


225 








The Journal of Accountancy 


To accomplish this the ledger was evolved. Each customer was given 
a page in this book, on which was transcribed from the daybook a memo- 
randum of each item bought by or from him. As there were no offsetting 
entries there was no occasion to keep this ledger in balance. When an 
account was settled it was sufficient to mark “paid” across it, without 
specifying how much was paid. Even when a cashbook was adopted and 
payments were posted from it to the ledger any settled account in the 
ledger would be ruled off whether the two sides of the account were alike 
or not. That is, if a customer had been charged with $155 for merchandise 
bought, and had been allowed 2% discount for cash and a rebate of $5 
for damaged goods, his payment of $147 would be credited to him, and 
the account ruled off as settled, in spite of the fact that there was still 
$8 apparently due. It would have to be ruled off, or cancelled in some 
way, to prevent the apparent balance from continuing to appear against 
him. All the single-entry man cared to know was that he had no further 
claim against the customer for that particular lot of merchandise. 

The ledger therefore was merely an extension of the idea contained 
in the daybook, the information being classified under the names of 
the individuals instead of being arranged according to dates. The purely 
memorandum character was continued. If accounts were opened, except 
those with individuals, these also were only memoranda made to obtain 
some, specific information. If the merchant did not own his horses and 
wagons he might keep a memorandum on his ledger of the amounts he 
paid to outside teamsters or expressmen, so that he would know the 
total cost yearly, and thus be able to determine whether it would pay him 
to own his horses and wagons. This account would have absolutely 
no meaning except as furnishing the desired information. It could not 
be used in ascertaining the profit or loss of the business, because it would 
have no relation to any other element of the business, unless he also 
kept accounts with all the other elements, in which case the books would 
be kept in double-entry, and have entirely lost their single-entry character. 
Therefore at the end of the year any account of this nature would be 
ruled off and ignored. 

One class of items of which a single-entry man would naturally de- 
sire to keep a record would be the amounts of money which he himself 
had drawn out of the business, either in cash or by the payment of his 
personal bills. This record would be the account of the business with 
himself as a person, and would therefore, not be an exception to the 
above statement that single-entry accounts are kept only with individuals, 
the amounts of whose transactions are likely to be lost sight of unless 
some record of them is made. As he would not be apt to forget the 
amount of his original investment, a single-entry man would not keep 
an account with the capital he had in the business. 


Tue CasHBooK 


Contrary to what might be expected, a cashbook would probably be 
the last book that a single-entry man would adopt. As long as his 


226 





























Students’ Department 


business was so small that he himself could handle all the cash, and 
could turn to the daybook or ledger and mark a paid account as settled, 
he would not need a record of money received or paid out. He would 
know that any money received had gone into the cash drawer, and that 
any money taken out had been used for some legitimate purpose, and that 
would be all that he would care to know. When the business had so 
increased that it became necessary for others besides himself to receive 
and disburse money it would become essential that a record be kept of 
cash that came in and went out in order to determine whether money 
actually on hand correctly represented the difference between total re- 
ceipts and total payments. One side of the book was devoted arbitrarily to 
receipts and the other to payments, the excess of the receipt side over 
the payment side (in other words the balance) being the amount of money 
that should be on hand. 

The cashbook was the first book in which the balance idea appeared, 
and it is the only one in single entry in which a balance is possible. That 
is, because without knowing it the single-entry man was really using 
a double-entry book. As ledger accounts were kept only with individuals, 
the entries in a single-entry cashbock would pay no attention to the 
names of any impersonal accounts They would be simply a record of 
money received or paid, such as “cash sales for the day,” “paid rent,” 
“paid for coal,” and so on. 


SincLeE Entry 1n Actual UsE 


It must not be supposed that the subject of single-entry can be dis- 
missed as unimportant because it is used only by a limited number of 
small retail merchants. Every accountant of experience has doubtless 
encountered a number of large concerns where books were kept in single- 
entry, because they were begun that way in the day of small things and 
the proprietors have not known enough to make a change when the 
business needed better methods. Two instances, in Chicago, relate to 
manufacturers who were among the largest in their respective lines in 
that city. One had a large factory, employing a large force, and making 
two different classes of metal goods. His affairs were further complicated 
by the fact that he owned several apartment buildings and a number of 
city lots which he, was selling on partial payments. He had a fairly 
good set of accounts with trade debtors and creditors, but all other 
records of his business were confined to cashbook entries of the receipt 
and payment of money, without specifying particulars. Money would 
be shown as received from some one not a customer, but whether it was 
for rent of an apartment, for payment on a lot, or for the repayment of a 
loan was not indicated in any way. An amount would be paid to a coal 
company, but there would be nothing to show whether the coal was used in 
any one of the apartment buildings or in the factory. As both the 
proprietor and his bookkeeper died in the same week, accountants who 
were called in were confronted with a puzzle that it was impossible to 
solve. Many items could be traced and posted to proper accounts, but 
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there were many others about which nothing was known, not even the 
identity of the individuals named. It was discovered that there were 
notes payable, for several thousands of dollars each, held by relatives 
and the superintendent of the factory, of which there was no record on 
the books. The only thing the accountants could do was to have an 
accurate inventory taken, which, with the list of accounts receivable and 
payable and the discovered notes, was made the basis of an assets and 
liabilities statement on which a proper set of double-entry books could 
be opened. 

There are certain classes of accounts which it is proper to keep in 
single-entry, namely, those concerned only with the collection of assets 
and the disbursement of the proceeds to those entitled to them. Such 
transactions involve merely the handling of cash received and a proper 
disposition of it. An accurate cashbook must be kept, as is usually the 
case in single-entry accounts. If assets are scheduled with a space after 
each entry, in which to note how much was realized from it, and a similar 
schedule is made of the liabilities, with a notation of how much has 
been paid on account of each, there is sufficient information from which 
to make up the report of a receiver for a small business in bankruptcy, 
or that of the executor of a small estate, provided the receiver or the 
executor does nothing but realize on the assets and pay over the proceeds 
to the creditors or the heirs. If affairs are complicated by the necessity 
of carrying on a business for some time before it can be wound up there 
would arise a need for more extended accounts of a double-entry char- 
acter. If no such complications exist there is no necessity for elaborate 
double-entry accounts, although there would be no objection to them if 
they were desired. 


DETERMINING Prorit or Loss 


In spite of the fragmentary nature of single-entry accounts it is not 
a difficult thing to ascertain whether a business, whose accounts are kept 
in this way, has made or has lost money in a given period, and how much 
that profit or loss may be. It needs no argument to convince a man who 
has neither put into nor withdrawn money from the business during the 
year, that he has made a profit if he finds that the business is worth 
more at the end of the year than it was at the beginning. There is no 
other way in which the increase in value could have been derived than by 
the making of a profit exactly equal to the increase. In the same way, 
a decrease in value must be caused by losses of the business. Therefore, 
to ascertain the profit or loss of a business for a year, by the single- 
entry method, it is necessary to know the value of the business at both 
the beginning and the end of the year. This value is represented by the 
total available or real assets, less the total actual liabilities. As the ledger 
contains only the record of amounts due to and from persons the only 
assets obtainable from it would be the open accounts of customers, and 
the only liabilities the open accounts of creditors. Other assets, such 
as notes receivable, horses and wagons, furniture, fixtures, etc., would 
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have to be obtained from some other source, either by observation or 
from memory. Notes payable, unpaid wages, etc. would also be ascer- 
tained outside of the books. When all the assets are listed and the 
total of the liabilities is deducted from them, the result is the net worth 
of the business—that is, what it would be worth if all its debts were paid. 
The comparison of the net worth at the end with the net worth at the 
beginning will show either an increase owing to profits or a decrease 
owing to losses. 


STATEMENT OF CONDITION; PRopPRIETOR’s ACCOUNT 


The schedule of assets and liabilities showing net worth is a “state- 
ment of condition,” or an “assets and liabilities statement.” It is not a 
“statement of affai-s,” for that term is used in a technical sense of a 
special form of statement in which net free assets are compared with 
unsecured liabilities. It is not a balance sheet, because that term is al- 
ways defined as a schedule of assets and liabilities as contained in the 
ledger. Since a single-entry ledger does not contain any impersonal ac- 
counts it is impossible to prepare a balance sheet from it. It may seem as 
if this were a distinction that is hardly worth making, but it is such close 
distinction as this which distinguishes the clear thinker from the super- 
ficial one. In accountancy it is especially important that the terms used 
be clearly defined and that they should be always employed to designate 
specific things and nothing else. 

Since the profit or the loss of a business the accounts of which are 
kept in single-entry is ascertained by the comparison of the net worth at 
different periods, the action of the proprietor as to the contributing of new 
money to the business or the withdrawing of money from it becomes an 
important element. If he has put in additional assets it is manifest that 
the net worth will have been increased by an amount which is not a 
profit, while if he has withdrawn money he will have decreased the net 
worth by an amount which is not a loss. Therefore, when the increase 
or decrease of net worth is determined it is still necessary to inquire 
whether the proprietor has put in or has withdrawn money. If he 
has put in money the effect is the same as if the net worth at the begin- 
ning had been that much greater. Therefore the amount put in should 
be added to the net worth at the beginning, before it is compared with 
the net worth at the end. If he has drawn out money he has reduced 
the net worth at the end by reducing his cash on hand which is part of 
his net worth. The amount of his withdrawals should, however, not be 
added to the net worth at the end because that net worth is a statement 
of his net assets. Adding the withdrawals to it would be treating those 
withdrawals as an asset, which would not be true in single-entry, which 
takes into consideration only real, tangible assets. As the withdrawals 
have diminished the net worth at the end they have also diminished the 
increase in net worth, and have, therefore, correspondingly reduced the 
indicated profits. As the withdrawals are not in them'selves losses it fol- 
lows that they must be withdrawn profits. The profit of the business 
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is thus seen to consist of two elements—the increase in net worth, which 
is the profit left in the business, and the withdrawals of the proprietor, 
which is the profit drawn out of the business, the two together being the 
total profit. There is no other way to explain the increase of net worth 
and the drawings of the proprietor except that the sum of them repre- 
sents the total profit. The word “sum” is here used as in algebra, for if 
the business showed a decrease in net worth, and the proprietor had 
drawn out a larger amount than the decrease, there would still be a 
profit shown of the algebraic sum of the withdrawals minus the decrease 
in net worth. 
AN ILLUSTRATION 


A simple illustration will make clear the method of ascertaining the 
profit in single entry by the Assets and Liabilities plan. Suppose John 
Smith possessed the following assets on the first of January: 


CURED ho dicen ctcnvarivcdsnerecerastO $ 20,000.00 
EEN EEE REO eC yee eee eA ee 15,000.00 
I cia wdc ccome eae 1,000.00 
aw a oly catia ee cinas bow ae a. 6Ord 2,000.00 
NE ee ee ee re 6,000.00 
ER I 25 ee ED | 25,000.00 
SE itd £0. eek sbbn dea teiude bia neeked 3,000.00 $ 72,000.00 
I A a xc ace mlb sid 10a aie ER 23,000.00 
IE OUI TN oss tae 6 Ls gin lg ee ualaneele Sa $ 49,000.00 


On December 31 of the same year his statement of condition was as 
follows: 


ih a he a om apmeiieke $ 20,000.00 
he i id aie lle, acstval gies disbibeipngatn 16,600.00 
NS nig wk due ecnaneinvesdion 1,000.00 
Se coc nccdacccccdeeeews 2,000.00 
PE NORD ooo voce eccnscocdeccesevees 8,000.00 
I Ee on our ds a bikhae ai sca ee Somkewls 27,000.00 
Te eRe. Caw a ech sain RE utis deed were teams 4,000.00 $ 78,000.00 
I I IE 252 co Siva ai sialorg au bk gee Rand We ore mare meret ee ge 21,000.00 
IIE 3 CEA, va wc a chins oe eae Eee Gare ene ele $ 57,000.00 


During the year he has drawn out $3,000.00 for his personal use. The 
profits of the year are found in this way: 


ee ee ce ch cakans ndeSceneseacean $ 57,000.00 
Net worth, begie@inmg Of GRE YEaF ...n ec cccs ccccccccccces 49,000.00 
Increase in net worth (profit left in business) ............. $ 8,000.00 
John Smith’s drawings (profit drawn out) ............... 3,000.00 
I I NE ol id wat ae Pebedu cis amas aeeina tired 11,000.00 


To show why the amount drawn out by John Smith must be added 
to the increase in net worth to find the total profits, it is only necessary 
to assume that he had not drawn anything. In that case his cash would 
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be $7,000 instead of $4,000, and his net worth at the end would have been 
$60,000, and the increase in his net worth, (and therefore his profits), 
would have been $11,000, the same as resulted from adding his drawings 
to the increase in his net worth. 


UNCERTAINTY OF SINGLE ENTRY; COMPARATIVE BALANCE SHEETS 


As there was no method in single-entry by which the correctness of 
the statement of assets and liabilities could be proved, as can be done 
by the balance sheet of a double-entry system, the conclusions drawn from 
the statement could never be relied on. An asset or a liability might be 
forgotten or be taken into the account twice and there would be no way 
to discover that an error had been made. An anecdote is related of an old 
Quaker merchant whose profits, determined in this way, amounted to about 
$2,000 more than he had expected. On the strength of this showing he 
indulged in some unusual extravagancies. Not being quite satisfied, he 
went over thé statement once more, with the result that he called out to his 
clerk, “John, John, dost thee know what thee hast done? Thee hast 
added up the year of our Lord among the assets.” It is not the only 
instance of questionable items being carried as valid assets, but in double- 
entry, we have at least the satisfaction of knowing what these are, or 
where they are likely to be found. 

The single-entry principle of comparing net worth at one time 
with that at another is often used in double-entry accounts, by instituting 
a comparison between tlie balance sheet at the end of one year with the 
balance sheet at the end of the preceding year. The assets of the two 
dates are set in parallel columns, followed by two other columns—one for 
increases and the other for decreases of the second date as compared 
with the first—the difference between the totals of these two columns being 
the net increase or decrease in assets. A similar treatment of the liabilities 
will show the net increase or decrease of these items. A comparison be- 
tween the net increase or decrease of assets with the net increase or de- 
crease of liabilities will exhibit the exact profit or loss of the period, 
provided the proprietor has not withdrawn any of the profits in the mean- 
time. If he has an adjustment must be made, as in single-entry. 

This is a favorite form of statement with some persons, especially with 
attorneys. The accountant is not so apt to use it, unless he wishes to 
show that a concern has been increasing its fixed assets at the expense 
of its working capital. The difference between this method of arriving 
at the profits in both single and double-entry is that in single-entry there 
is no way to prove its accuracy, while in double-entry its correctness is 
proved not only by the equality of the debits and credits of the balance 
sheet, but also by the corroborative evidence of the profit and loss ac- 
count. 

By the assets and liabilities method of ascertaining profit or loss in 
single-entry the amount of the profit or loss made may be determined, 
but usually there is no way to find out how the profit or loss was brought 
about. In double-entry an account is kept with every element of the 
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business, and these elements can be so analyzed as to show clearly which 
element tended to increase and which to decrease the final profit. If the 
cash account of a single-entry set of books is kept in such way that it 
can be easily ascertained how much money was received from customers 
and how much was paid to creditors during the year, and some informa- 
tion can be gained from it as to the expenses and wages paid, it is possible 
to make up from these figures, together with the inventories and personal 
accounts, a statement of profit and loss on the double-entry plan which 
will give a fair idea of the course of the business, its total sales and 
purchases, and the cost of the goods sold. This is brought out in a 
problem in the Illinois examination of May, 1913, as follows: 


AN ILuinoris EXAMINATION PROBLEM 


A “single-entry” set of books for 1912 are sent to you with an order 
to state a profit and loss account for the year and a balance sheet at 
December 31. The starting capita] was $ 34,500. 


The accounts receivable Jan. 1, ........ $ 26,500.00 Dec. 31, $ 44,000.00 
° 3 payable EP Sos wd wae 7,500.00 i, 9,750.00 
* merchandise eg 8,500.00 ey oF var 9,500.00 
™ genet gee. meeeery 9 nn ck cas 10,000.00 = r 10,000.00 
“ furniture andfixtures“ “ ........ 700.00 eee ee 700.00 


A summary of cashbook for the year shows as follows: 


Received : 
i. co RE LG ina bec ieneesh Sawa wanbanke $ 30,000.00 
OM Nickie. c-« tiny alee kanka vince eianiess Re Mer 2,500.00 
Disbursed : 
EE Oe ey eT POE Bee 3,700.00 
a oi, oi as & ae SPO Lawes eke eae eee 12,500.00 
I aed G's 1s. Lat cciaty a Ocal paar whew hae Wraplaiateee me 5,000.00 
a Dacha drat ikl Sip aRNCUba oral ode a aoe tena aoe a 7,750.00 
I an Sc uc mld ki ene A 1,500.00 


Leaving a Bank Account of $2,000.00, and Currency on hand $50.00. 
Provide 5% interest on capital, disregarding additions during the 

year and personal drafts, deducting 10% for plant and machinery depre- 

ciation, 5% for furniture and fixtures, and 5% for bad debt reserve. 


SoLUTION 


The condition January 1, was: 








NS a oo ek oa bas bea eee $ 26,500.00 
BEGTOMMQUESS on cscs cece se cescncecccsncesccesceecs 8,500.00 
I i. ss xo suitaannalvasdes cudmesee 10,000.00 
eo. sta cksdneehindeced sveven 700.00 45,700.00 
OS ETE OE! TPP OP FOIE ere Po eee 7,500.00 
ne wasn pa eagee ay 3,700.00 11,200.00 
MIN i. ee odd 5 « ods eaimaye Raa $ 34,500.00 
The condition December 31, was: 
I ID. 6 oc cowdebadhs bubed das cccan ve $ 44,000.00 
ee ee. a dope hes saadesocenae 9,500.00 
pice umbiis sakes cepekan¢ 10,000.00 








to eee ns 











Students’ Department 








Permian Sl Bae on osc cnclbncbodsec<cacaupean 700.00 
ee Pee eee er re 2,050.00 
$ 66,250.00 
PROM DODMTEB 6.6 5.05 ci viewcacsesassenbatesdaae 9,750.00 56,500.00 
Increase in net worth at the face of assets ........... $ 22,000.00 
Less depreciation plant and machinery ............ $ 1,000.00 
furniture and fixtures .......... 35.00 
Reserve for bad debts ................2..- 2,200.00 3,235.00 
Increase net worth revalued assets ...........+.-00eeeeeeeeees $ 18,765.00 
Less excess contribution over withdrawal by proprietor ....... 1,000.00 
Profit of year by single entry method ...................040-- $ 17,765.00 


Of which $1,725.00 is interest on capital. 


Prorit AND Loss, DousLE ENtry STATEMENT 








Sales: Account receivable, Dec. 31. ..... ak ek alee $ 44,000.00 
” ” Cash paid im ....:.8..5 30,000.00 
$ 74,000.00 
Less accounts, Jamy. 1 ....cccccccccccccess 26,500.00 
Tee GOING sigs 0500 cceecs tic skanseune keane $ 47,500.00 
Merchandise, inventory Jan. I .............eeeeees $ 8,500.00 
Purchases, accounts: 
DD SR OU os icddniignetevakhonl $ 9,750.00 
Tere ern ee 12,500.00 
$22,250.00 
Less accounts, Jan. I ......... 7,500.00 14,750.00 
: $ 23,250.00 
Less inventory, Dec. 38° ...<cececdccscscus 9,500.00 
8 fF S| PPE een ram ce ye $ 13,750.00 
Come GRON 6.5 c65as Sha io BES o eee hannsekus ool 5,000.00 
WOE Ss snk esd hic ecs cbs osbicks caeemaeeebaducnseaul 7,750.00 
Depreciation plant and machinery ................ 1,000.00 
furniture and fixtures ............... 35.00 
Reserve for bad debts ............c0cceececceeeees 2,200.00 20,735.00 
RE re re easy ee $ 17,765.00 
TARP OSE Gn: CORUINE |... osko ns oc conukiscks veep ince ys tseeeadeaeaae 1,725.00 
Net gealt: wlove MRE ioc s iscicceusdisssduaemeseuees $ 16,040.00 


The cash paid in by customers and the amount owed by them on 
December 31 would represent the total amount bought by them, if they 
had not owed anything at the beginning of the year. By deducting this 
latter amount the total sales of the year are found. In the same way 
the total purchases of the year are found. Adding these to the inventory 
of January 1, and deducting the inventory of December 31, gives the cost 
of the goods sold, and, if necessary, the gross profit on sales. The rest 
of the statement is self-explanatory. 
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Department Store Accounting 


Editor, The Journal of Accountancy: 

Sir: In reading the article entitled Zhe Accountant’s relation to 
Inventory—an extract from Henry C. Macee’s Department Store Ac- 
counting—I was surprised to notice therein two glaring errors of account- 
ing principle. 

On page 444 of Tue Journat for December the following extract 
appears in connection with the author’s treatment of goods received into 
stock in the latter part of a fiscal period, such goods being required for a 
future season’s trade: 


_ Neither are the invoices charged to purchases—thus neither goods nor 
invoices are considered among the assets and liabilities of the business. 
This is proper if the goods are for the succeeding season. 


It is a well-established principle of accountancy, in Canada at least, 
that all goods in stock or in storage, delivery of which has been accepted, 
must be included in assets and liabilities, for the reason that the acceptor 
is liable to the shipper even though the goods be destroyed by fire. The 
liabilities to creditors are increased by the invoice amount of such goods; 
consequently, a corresponding amount must be added to inventory. On 
page 449 of Tue JourNaL Mr. MAGEE says: 


The turnover is generally reckoned by dividing the average stock at 


cost into the total sale instead of purchases. As comparative profits and 
expenses are figured for reasons of convenience on the basis of sales, 
the turnover is also taken on that basis and the result is the same in 


either case, when brought down to gross profit. 


Turnover of stock based on purchases or sales, divided by average 
inventory, is fundamentally wrong as a mathematical proposition, and no 
reason of convenience should excuse comparisons made on such bases. 

Turnover of stock is ascertained by dividing the cost of goods sold 
by average inventory—that is to say: add together the inventory at the 
beginning and the purchases for the period. From this total subtract the 
inventory at the end of the period, and the result is cost of goods sold. 
Divide this by the average of the two inventories at the beginning and 
end of the period respectively. 

We professional accountants cannot be too careful in making sure 
that any statements made or published by us are sound in principle. 

It is with this fact in mind that I beg to draw Mr. Macer’s attention 
to these points. 

Yours truly, 


A. E. Mivo.ieron Hope, C.A. 
Montreal, Dec. 29, 1913. 
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Editor, The Journal of Accountancy: 

Sir: Answering Mr. Hopsr’s criticism on the subject of goods received 
during the last part of the fiscal period I do not think Mr. Horr expresses 
exactly what he means; but in my opinion there would be no violation 
of accounting principles whatever for the following reasons: 

1. If the invoices are not shown amongst the liabilities nor the goods 
amongst the assets the effect on the profits would be the same as if both 
were included at face value—it will be recalled that the article provided 
that the goods would not be distributed (but held in the custody of the 
receiving room). 

2. No accounting principle is violated, but rather, is conserved if the 
goods are worth the invoice cost, and as a rule they are worth more, 
being advance merchandise on which certain of the preliminary expenses 
have been paid, thus increasing the asset value without increasing the 
liability. We specially stated that the principle would not apply to past 
seasonable goods—furthermore each season should as far as practicable 
stand on its own basis to obtain the benefits of comparison of turn-overs, 
etc. 

3. Insurance is usually figured on the average amount of stock carried— 
not only in inventory, et seqg., but goods invoiced on consignment, goods 
held in trust, goods sold but not delivered, etc., and for which the 
insured may be liable in case of loss; therefore inventory, as commonly 
understood, is not the only basis for merchandise insurance. 

4. An auxiliary record of these goods and invoices is kept for applica- 
tion to the new period so that the items must balance out in order to clear 
the record. Special attention was called to “last minute items.” 

Turnovers, like expenses, are often figured on the basis of sales for 
the purpose of convenience, but that does not necessarily argue against 
correctness. Profit is always finally figured on the investment, although 
comparatively figured on the basis of sales. The selling price can be much 
better ascertained than the cost, and cost is never absolutely known until 
the business is settled up and cashed. We stated: “The result is the 
same in either case when brought down to gross profit on merchandise 
investment.” Let us take an example: 

Assuming an investment in merchandise,--that is an average stock 
for a fiscal period,—of $25,000, with a total turnover (sales) of $100,000, 
the times turned would be four, as figured average stock into sales. Say 
that the cost of the goods sold is $75,000, the actual times turned would 
be three. However, taking the four times at 25% profit, the result is 
100% gross profit on amount turned, (which is the investment) namely, 
$25,000, or $25,000 profit. Then taking the three times turned at a profit 
of 33 1/3% on the cost—(as goods costing $75,000, sold for $100,000, 
would be sold at the rate of 33 1 /3% profit on the cost), the result is 
100% gross profit on the amount turned; also, $25,000, making the profit 
likewise $25,000, or reaching the same result by both methods. 

It is not proper to figure turnover by taking “the average of the two 
inventories at the beginning and end of the period respectively,” as stated 
by Mr. Hops, because the inventory is frequently taken in the dull times 
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when stocks are low, often much lower than the average, and it is the 
average stock which requires the financing and which costs the interest. 
Therefore in all up-to-date retail establishments the stock is estfmated at 
frequent periods of the year, (sometimes as many as forty-eight times), 
and the average of all these stock estimates is taken as the average 
amount of money invested in merchandise—the inventory represents the 
investment in merchandise at inventory time only. While this might by 
a co-incidence be the same as the average for the entire period, it is 
most unlikely that it would be so. 
Very truly yours, 
Henry C. Macee. 
Philadelphia, Jan. 20, 1914. 





Business Standing and Doings 


Editor, The Journal of Accountancy: 

Sir: I am enclosing a statement which from an accounting stand- 
point is unique to say the least. This is an actual copy of a statement 
submitted to us showing the activities of business which we examined 
about two years ago. In this connection a few words of explanation are 
in order: 

Statement of business standing: By bills receivable in the statement 
is meant “open accounts receivable.” “Checks not cashed” were post- 
dated checks; “inventory estimated” is an estimate of the equipment. 

Statement of business doings: By the inventory of March 17, 1908, 
$3,438.07, is meant the value of the equipment of the concern at said 
date: 

These statements were prepared by a bookkeeper of this concern who 
had not had any instruction in accountancy, as I am informed, but who 
had studied out this method for himself. At the time we made the ex- 
amination he was over 62 years. Our examination confirmed the fact 
that the result as shown by these statements was correct. 

I thought this might possibly be of interest. 

Yours very truly, 
Ratpa D. Wess. 
Minneapolis, Minn. 


SCRAP IRON COMPANY 


STATEMENT oF BusINESS STANDING 


Feb. 15, 1910 Mdse. on hand ............. $ &o1.14 
ied f° FRR ape 1,832.20 
Gide Oe 25,221.73 
“ «  “ —Cks from A.G., not cashed 2,168.03 
i. = Notes on hand, not due ... 5,886.71 
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“ “« “Inventory estimated ....... 2,500.00 
A... PCT $38,499.81 
Less Bills payable ............... 145.97 $38,353.84 
$38,353.84 
Overdrafts by individual members: 
M. R. OE d6civecsndcoves 
D. L. DIE «6 ode 40-548 ow eb 
M. L. Po EES 5H 
L. K. SE b4 590003 caneae $16,639.06 $54,992.90 


Capital March 17, 1908: 


M. R. OE. os eareineasa 
D. L. 10,500.00 .........eeee. 
M. L. MEER oss nnenccdeons 
L. K. RR hecdcnvas'ss ade 34,593-34 
Weak BOGE so écasvec icsccanbsendun $20,399.56 
Total Assets per share: 
OE. SR OR «0s cdecnisccectossuaul $ 4,503.47 
BOM scx scardisavpoksseeesnodeaue 5,099.89 $ 9,603.36 
BR Be BON cn cctciadecsebcsddacane $ 7,464.59 
OWE 60.0 c0cckeas vceeceweasseee 5,009.89 12,564.43 
BE, Tn: TE oes ccadixipntcuatoieuse $ 1,076.82 
PONE Wns becln pues ans nebomes cabana 5,009.89 6,176.71 
a a re rere sere hes $ 4,909.40 
BOR cuscisaceeesa sees 5,099.89 10,009.29 $38,353.84 





STATEMENT OF BusiNEss DoINcs 


February 15, 1910 


From March 17, 1908 to Feb. 15, 1910. Total Mdse. 

By a3 iid: =) Rr rr $ 23,141.33 

Mdse. bought during the period .................. 99,212.01 $122.353.34 

Mdse. sold during period, by ledger ............. $168,928.66 

Mdse. sold during period by cash ................. 1,204.55 

Mdse. sold during period on hand Feb. 15, 1910 ... 801.14 

Inventory on March 17, 19008 ...........00eeeeeeee 3,438.97 174,463.32 
Coens BORE aoc nc as oc cnccincccstkucecunneaeonseeees $ 52,109.98 


From which deduct: 
Individual weekly drawings ...............0005- $ 13,860.00 
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PD « cs uaded Signe mweaebiaiiedaasted Gh amnaive 2,475.00 

I ache adidas. Klaassen Rade aaah, clea ees 918.69 

| RRESARTISRETETSINE ieee ooh. © EEA, Pama 8 646.47 

NN i vg whit & day's 2/509 ORM a le ee eo 6 ae me ee ee 886.20 

CC er oe RO eer a 518.20 

i. s carnln albdians RAs 0S keen ne oa 517.54 

Medical treatment (injured employees) ...... 418.80 

SET, Shade cbeaslnedaddncedacncatel keke 127.35 

ES 55 und picOeia5ek Mkaate eNud AVE eas ook 280.45 

PEMCEIRING GUOONEO ook cccds ex dscecssalgeveus 2,247.62 

Rey GE ep tere oe oe Pee Ree ees ha 8,805.10 31,710.42 
BY SEE Given od ods bsania manana sceee $ 20,390.56 


Profit per share: M. R. $5,009.89; D. L. $5,000.80; M. L. $5,099.89; 
L. K. $5,099.89. 





As to Professionals 


The Editor, The Journal of Accountancy: 

Will some one please rise and explain some of the difficulties created 
for the would-be independent practitioner by the standards of profes- 
sional ethics proposed by ultra-professional professionals? 

In the first place what is a profession? It cannot embrace all occu- 
pations characterized by brain work and the absence of manual labor, 
else executives in merchandising and manufacturing would be regarded 
as professional men, to say nothing of the gentry who live by their 
nimble wits. 

Is a profession a calling which in the evolution of social custom has 
come to be practiced by educated men who have first pursued a course 
of study in that body of organized, systematized knowledge which per- 
tains to the subject in which they profess to be skilled and constitutes 
its science? If so, the learned professions may no longer be three only— 
theology, law, medicine. How about engineering and accountancy? 

But isn’t the poor word “profession” overworked? Isn’t a profes- 
sion just a calling or vocation behaloed and sanctified in its primeval 
days by people who wished to constitute themselves an aristocracy 
thereby? Has a comprehensive, unvague definition of the word ever been 
formulated? 

But a more practical question is, How is our would-be practitioner 
to get—no, not business—a clientage? The February JourNAL is em- 
phatic, editorially, in the statement that “solicitation of any kind should 
not be countenanced.” But without solicitation how can a man acquire 
a practice? 

To be sure he may solicit immodestly, but may he not also present 
modestly his preparation and qualifications for a needed business ser- 
vice? May he not. even solicit in such manner that he will not lose or 
jeopardize one whit of the personal confidence that is spoken of as the 
basis of the professional relation? And if he may solicit in person with 
propriety, why not by means of letters or announcement cards sent 
through the mails? 
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What is the alternative? Shall he repress his spirit of enterprise, 
bank the precious fires of youth, and give over his conviction that it is 
his privilege to play a large and useful part in our world? Shall he stifle 
the spirit of adventure which lures him to the discovery of the need 
that his mind and soul can supply? Shall he violate the law of service by 
refusing to seek his opportunity for service? Shall he sit in his office 
twirling his thumbs, waiting, Micawber-like, for something to turn up? 
Does nature love an economic vacuum in the early years of a professional 
man’s life? 

Come, brethren, come out upon these white pages—behind the mask 
of a nom de plume if you must—and tell our imaginary entrant, who 
will no longer accept your salary because of the larger faith that is in 
him, how to remain dumb and yet acquire a practice! Like good sports- 
men let us applaud his fine spirit, but let us also justify to him our 
creed that to rise to the high heights of professional ethics he must 
willingly suffer paralysis of enterprise, strangulation of initiative, and 
ultimate financial dissolution. 

To this practical question our hypothetical candidate solicits a practical 
answer. 

Yours very truly, 
A. W. WEIGHT. 

New York, Feb. 27. 
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Solutions of Question 5 


Editor, The Journal of Accountancy: 

Sir: I herewith forward a solution of question 5, part 2, practical 
accountancy, 35th New York C. P. A. examinations, which is offered in 
review of that submitted in the November issue of THE JOURNAL OF 
ACCOUNTANCY. 

Truly yours, 
FranNK Brewster, C. P. A. 
Cleveland, O., Jan. 22. 





J of A Sept., 1913, pp. 248-9 June 25, 1913 
Q 5 Practical Accounting Part II 
GIVEN 
Value of the alleged inventory Jany 1, s 
1912 in the Paterson store ......... $3,800.00 
Purchases for both stores Jany to July 
SE ME ah cree cat a dieeaglcaeeae $5,128.80 
Due to creditors on acct. of both stores 
i cca cls Cacnee ba ee eeheadion 1,500.00 6,628.80 
Cash sales Newark store .............. 1,875.00 
Cash sales Paterson store ............. 3,105.00 
US GiFe OE GREE occ c ccc cccceseccces 
Purchases Paterson store January to 
Se cee a Lata Rath miaouka al Mee owe G » 3,325.00 
Value of Stores July 1, 1912: 
NAS ER A eens eae ~ 4,573.50 
DEE ska wire ences tensd oo acmtaaee ofits 3,600.00 
ASKED 
A statement proving whether or not the Eo 4, 
inventory of the Paterson store Jan- 
uary I, I912 was correct as stated 
SOLUTION | 


Paterson Store 


Alleged inventory January I, 1912 ..... $3,800.00 
Add purchases January to July I912 .. 3,325.00 
Total merchandise to account for . 7,125.00 7,125.00 


Deduct cost of merchandise sales 


$3,105.00 at profit of 50% .......... 1,552.50 
Value of merchandise which should be 

ee eR eS ee 5,572.50 
eS rr ‘ 4,573.50 
Merchandise deficit July 1, 1912 ........ 999.00 


Which indicates incorrect inventory 
Jany I, 1912. 
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REMARKS 

The question evidences that A & B are owners of both stores, purchas- 
ing for and charging each store with the merchandise delivered to it, 
and crediting each store with the cash received from sales of merchan- 
dise. 

A & B are therefore responsible .or all liabilities incurred by the 
purchase of merchandise for the stores and not the stores. 

Whether A & B are equal partners or not is not a part of the question. 

It does not necessarily follow that the inventory of Jany I, 1912 was 
overstated because a deficit in merchandise is shown July 1, 1912. There 
are several ways in which a deficit could be created. 


The solution of question 5, part 2, practical accounting, 35th New York 
C. P. A. examination, as submitted for publication by Paul L. Loenwarter, 
by some mischance failed to secure position in the January issue of THE 
JournaL or AccounTANCY. It is as follows: 


SoLuTION 








Paterson Newark . 
1912 July 1. Inventory as stated... 1573-50 3,600.00 








Cash sales Jan. 1 to June 30...... $3,105. $ 1,875.00 
Less 50% profit on sales.......... 1,552.50 937-50 
Pe ER eT eee 1,552.50 937-50 
$6,126.00 wee 
Purchases of period for both stores 
Jan. to June 30... 
| ER Perr ee $5,128.80 
Not paid for to June 30.......... 1,500.00 
Total purchases of period........ $6,628.80 
Purchases, Paterson store........... 3,325.00 
3325-00 
Balance of purchases for Newark store $3,303.80 3,303.80 
Inventory Jan. 1, 1912 should have been $2,801 00 a mepe 
Alleged inventory Paterson store 
Ms: Bx MODs sca eda acnere duets 3,800.00 
Paterson inventory Jan. 1, 1912 being. 
SS a Pea ae is 999.00 
Proof 
Inventory Jan. 1, 1912. Paterson... 2,801.00 
Newark.... 1,233.70 
: ——} 4034-79 
Purchases paid for............... 5,128.80 
Purchases not paid for........... 1,500.00 
- 6,628.80 
$10,663.50 
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pe $3,105.00 
NY ik Gis chs. me os Rae 1,875.00 
$4,980.00 
I «5.0 ss aweubaaaene 2,490.00) 
Consumption of period ..............——— 
2,490.00 
Stock to be accounted for........... ——_— 
§ 8,173.50 
Inventories July 1, 1912.......... Paterson} 4,573.50 
Newark. .| 3,600.00) 
$8,173.50 
REMARKS 


The question at issue, while it speaks of the value of the two sides, 
at Paterson and Newark respectively, in the writer’s estimation could 
not mean to aim at the net worth of the firm at the dates mentioned in 
the problem. This viewpoint seems to have been taken by your corres- 
pondent from Dallas to judge from the wording of his solution. 

By assuming this to be so, he concluded to divide the amount of 
$1,500 due to creditors into two even parts in spite of the problem stat- 
ing: “Purchases, Paterson store, January to July $3,325.” 

This in the writer’s opinion seems to imply that all other purchases, 
whether paid or unpaid, should be charged to the Newark store. 

Very truly yours, 
Pau L. LOEWENWARTER 
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Announcements 


Society of Certified Public Accountants of the State of New Jersey 


At a meeting of the Society of Certified Public Accountants of the 
State of New Jersey the following officers were elected for 1914: Presi- 
dent, John B. Niven; vice-president, Ira C. Nichols; secretary, Frank 
G. Du Bois; treasurer, Edwin G. Woodling; trustees, W. Sanders Davies, 
Clarkson E. Lord, James M. Lewis. and Herbert S. Greenwood. 





Maine Board of Accountancy 


At the examination of applicants as certified public accountants, 
held at Augusta, Me., on January 27, 28 and 20, Messrs Joseph Emmett 
Hertz, of Portland, Me.; Charles Lewis Talbot, of Dorchester Center, 
Mass., and Willis H. Mitchell, of Washington, D. C., successfully passed 
the examination aud received their certificates. 





The death is announced of Peter Ballingall, C. P.A., president of the 
United States Audit Company, 107 Drexel building, Philadelphia. Mr. 
Ballingall was a resident of Cynwyd, Pa. 





At a special meeting of the Institute of Chartered Accountants of 
Manitoba, J. Porter Joplin, C. P. A., of Chicago, was elected an honorary 
member of the Institute. 





Fred. Haberstroh, C. P. A., announces his change of address from 43 
Exchange Place to 53 Park Row, New York City. 





Messrs. Perine & Nichols, 149 Broadway, New York City, announce 
that Mr. Charles W. Perry, C. P. A. retired January 31 from the service 
of the Audit Company of New York to become chief accountant for their 
firm. 





Hollis H. Sawyer & Co., certified public accountants, announce the 
removal of their office from 60 Congress Street to 79 Milk Street, 
Boston, Mass. 
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Book Department 


PRINCIPLES OF BOOKKEEPING AND FARM ACCOUNTS, by 
J. A. Bexety and F. G. Nicuots, pp. 176. American Book Company, 
1913. 

Principles of Bookkeeping and Farm Accounts is of so elementary a 
character that it can scarcely be of interest to accountants. Indeed the 
work was not intended for them, but rather for text-book use in farm 
bookkeeping. Many subjects are enumerated as contained in the text, 
but for the most part statements are made and procedure outlined with- 
out a full discussion of underlying principles. 

The first twenty-six pages are given over to illustrations of the use 
of cash books for recording the receipts and disbursements of (a) 
private personal accounts, (b) household accounts and (c) poultry ac- 
counts. These terms are rather misleading in that the accounts are not 
really discussed, but only items typical of each group are given to record 
in a cash book following a model given in the text. 

Six pages are devoted to the principles of double entry bookkeeping. 
The following unusual explanation of double-entry is found on page 37: 
“You: have now noticed that every entry in the journal is found under 
the corresponding account in the ledger; that the sum of the journal 
entries equals the sum of the ledger entries, and that the two sides are 
equal. Hence the term, double-entry.” Proper explanation of the term 
was given on the four preceding pages. The subjects of banking, busi- 
ness letters, business forms, live stock accounts, produce accounts, in- 
ventories, farm plots, financial statements, accounts receivable (the text 
states on page 108 “It is wholly unnecessary to keep accounts with credit- 
ors”), and valuation and depreciation are briefly stated and discussed, 
and in some cases problems or sets are used for illustration. Other prob- 
lems and short sets are intended to give the student practice in the 
application of the principles advocated. 

F. H. Exrwew, C.P. A. 
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